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Extension of Public Comment Period 
for Proposed Rule and Schedule for 
Going Private Transactions by Public 
Companies or Their Affiliates 
[File No. S7-729 - Extended to 
February 28, 1978]... 





FEBRUARY 7, 1978 


Extension of Public Comment Period 
for Proposed Rule Concerning Quali- 
fications of Accountants [File No. 
$7-733 - Extended until March 3, 
1978] 


34-14411 Notice of Public hearings into the 
establishment of a national clearance 
and settlement system to consider why 
the conditions: specified in the Com- 
mission’s order, issued January 13, 
1977, granting registration to National 
Securities Clearing Corporation have 
not been satistied; and request for 
comments. 


34-14416 The Commission sets forth its views 
as to those initiatives which it believes 
the establishment of a national 
market system. Commission gives 
notice of intent to commence rulemak- 
ing, if necessary, to implement those 
initiatives. 





RULES 





The following rules relate to self-regulatory 
organization rule proposals and/or adoptions. 


34-14396 34-14404 34-14411 34-14418 
34-14397 34-14408 34-14412 
34-14401 34-14410 34-14414 


34-14415 ADOPTION OF RULE 11Act1-1 (DIS- 
SEMINATION OF QUOTATIONS FOR 
REPORTED SECURITIES) UNDER 
THE 1934 ACT 
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SECURITIES ACT OF 1933 
Release No. 5900/ January 20, 1978 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14395/ January 20, 1978 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10099/ January 20, 1978 


Comment period expires 2/28/78 


File No. S7-729 
AGENCY: Securities and Exchange Commission. 


ACTION: Extension of public comment period for 
proposed rule and schedule. 


SUMMARY: The Commission extends the public 
comment period with respect to a proposed rule and 
schedule reiating to going private transactions by 
public companies or their affiliates until February 28, 
1978. 


DATE: Comments must be received on or before 
February 28, 1978. 


ADDRESS: Comments should be submitted in triplicate 
to George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Comment letters should refer 
to File No. S7-729. All comments received will be 
available for public inspection and copying in the 
Commission’s Public Reference Room, 1100 L Street, 
N.W. Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 


John Huber, Office of Disclosure Policy and 
Proceedings, Division of Corporation Finance, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549, 202-755-1750. 


SUPPLEMENTARY INFORMATION: In Release Nos. 
33-5884, 34-14185 and IC-10015 (November 17, 1977) 
[42 FR 60090], the Commiss’‘on published for comment 
proposed Rule 13e-3 and ‘proposed Schedule 13E-3 
relating to going private transactions by public 
companies or their affiliates. If adopted, these 
proposals would provide definitions, specific disclosure 
and dissemination requirements, substantive regu- 
latory protections and particular antifraud provisions 
with respect to going private transactions. The 
Commission stated that the public comment period 
would expire on January 31, 1978. 


It has come to the Commission’s attention that certain 
interested members of the public may require more 
time to complete their consideration of the proposals in 
order to respond to the Commission’s solicitation of 
comments. The Commission has determined that it is 
appropriate in the public interest to allow additional 
time for the consideration of these proposals. 
Accordingly, the Commission hereby extends the 
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period for public comment of proposed Rule 13e-3 and 
Schedule 13E-3 from January 31, 1978 to February 28, 
1978. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 59011/January 26, 1978 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 144191/ January 26, 1978 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 20398/ January 26, 1978 


INVESTMENT CO. ACT OF 1940 
Release No. 10104/ January 26, 1978 


QUALIFICATIONS OF ACCOUNTANTS 
AGENCY: Securities and Exchange Commission 


ACTION: Extension of public comment period for pro- 
posed rule. 


SUMMARY: The Commission extends the public 
comment period with respect to a proposed rule 
pertaining to the effect of litigation on the 
independence of accountants until March 3, 1978. 


DATE: Comments must be received on or before March 
3, 1978. 


ADDRESS: Comments in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. All comments will be available for public 
inspection (File No. S7-733). 


FOR FURTHER INFORMATION CONTACT: Robert R. 
Love, (202-755-1773) or Edward R. Cheramy 
(202-376-8020) Office of the Chief Accountant, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: In Release Nos. 
33-5888, 34-14263, 35-20314 and IC-10060 (December 
13, 1977) [42 FR 64311], the Commission published for 
comment a proposed amendment to Rule 2-01 of 
Regulation S-X [17 CFR 210.2-01], Qualifications of 
accountants, that specifies situations involving 





litigation that would adversely affect the independence 
of the public accountant involved in the litigation. The 
Commission stated that the public comment period 
would expire on January 31, 1978. 


It has come to the Commission’s attention that certain 
interested members of the public may require more 
time to complete their consideration of the proposal in 
order to respond to the Commission’s solicitation of 
comments. The Commission has determined that it is 
appropriate in the public interest to allow additional 
time for consideration of these proposals. Accordingly, 
the Commission hereby extends the period for 
comment on the proposed amendment to Rule 2-01 of 
Regulation S-X from January 31, 1978 to March 3, 1978. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14395/ January 20, 1978 


‘SEE 


SECURITIES ACT OF 1933 
Release No. 5900/ January 20, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14396/ January 20, 1978 


In the Matter of 


MIDWEST STOCK EXCHANGE, INC. 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-77-41) 
ORDER APPROVING PROPOSED RULE CHANGE 


On October 27, 1978, the Midwest Stock Exchange, Inc. 
(‘‘MSE’’) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), and Rule 19b-4 thereunder, copies of a 
proposed rule change which would amend Article 


XXXIV, Rule 3 of the MSE Rules to establish a 
minimum percentage-of-volume trading requirement 
(calculated quarterly) with respect to any registered 
market maker’s transactions on the MSE stock floor in 
securities in which a registered market maker has been 
assigned.* 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 14158, 
(November 9, 1977)) and by publication in the Federal 
Register (42 FR 60032 (November 23, 1977)). All 
written statements with respect to the proposed rule 
change which were filed with the Commission and all 
written communications relating to the proposed rule 
change between the Commission and any person were 
made available to the public at the Commission’s Public 
Reference Room (File No. SR-MSE-77-41). 


The Commission finds that the proposed rule change is 
consistent with requirements of the Act and the rules 
and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and regulations 
thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14397/ January 20, 1978 


NOTICE OF FILING OF AMENDED PROPOSED 
RULE CHANGE BY MUNICIPAL SECURITIES 
RULEMAKING BOARD 


File No. SR-MSRB-77-9 





*Pursuant to guidelines established by the MSE’s Floor 
Procedure Committee, a registered market maker or a 
specialist must quote a two-sided market in each 
assigned issue. As to any such quotation, one side is 
required to be equal to or better than the current 
market in that issue in the New York market. 
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The Municipal Securities Rulemaking Board 
(‘‘MSRB’’) submitted on January 9, 1978, an amended 
proposed rule change under Rule 19b-4 to amend 
proposed MSRB rule G-11, which establishes certain 
terms and conditions for sales of new issue municipal 
securities during the underwriting period. The MSRB 
has amended the proposed rule change, among other 
things, (1) to require disclosure of the identity of the 
municipal securities dealer submitting an order for a 
municipal securities investment portfolio rather than 
the specific identity of the related portfolio or affiliated 


investment trust for which the order is submitted, (2) to 
require disclosure of the identity of persons (other than 
related portfolios and affiliated investment trusts) on 
whose behalf group orders are submitted to a syndicate 
or syndicate member, (3) to permit a confirmation of 
sale to be issued to the affiliated municipal securities 
dealer placing the order, for the account of a related 
portfolio or of an affiliated investment trust, (4) to 
require that communications relating to the priority of 
orders and the order period be in writing, and (5) to 
place expressly on a syndicate manager the burden of 
justifying that any allocation made in a manner other 
than in accordance with the agreed upon priority was in 
the best interests of the syndicate. 


Publication of the submission is expected to be made in 
the Federal Register during the week of January 23, 
1978. In order to assist the Commission to determine 
whether to approve the an. 2nded proposed rule change 
or institute proceedings to determine whether the 
amended proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission within 
21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSRB-77-9. 


Copies of the submission and all subsequent 
amendments, and copies of all written statements with 
respect to the amended proposed rule change which are 
filed with the Commission and all written 
communications relating to the amended proposed rule 
change between the Commission and any persons, 
other than those which may be withheld from the public 
in accordance with the provisions of Section 552 of title 
5, United States Code, will be availab!e for inspection 
and copying at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of any 
subsequent amendments will also be available at the 
principal office of the above-mentioned self-regulatory 
organization. 
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For the Commission by the Division of Market 
Regulation, pursuant to the delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14398/ January 23, 1978 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 614/ January 23, 1978 


INVESTMENT COMPANY ACT OF 1940 
Release No. 10100/ January 23, 1978 


Administrative Proceeding File No. 3-5230 
In the Matter of 
STRATEGIC MANAGEMENT, INC. 


Dallas, Texas 
(801-11009) 


PREFERENTIAL BROKERAGE, INC. 
Dallas, Texas 
(8-17210) 


LEROY S. BRENNA 


NOTICE THAT INITIAL DECISION HAS BECOME 
FINAL 


The time for filing a petition for review of the initial 
decision in these proceedings has expired. No such 
petition has been filed, and the Commission has not 
chosed to review the initial decision on its own 
initiative. 


Accordingly, notice is hereby given, pursuant to Rule 
17(f) of the Commission’s Rules of Practice, that the 
initial decision of the administrative law judge has 
become the final decision of the Commission. The order 
contained in that decision (1) suspending Strategic 
Management, Inc.’s registration as an investment 
adviser for ninety days, (2) suspending Preferential 
Brokerage, Inc.’s registration as a broker-dealer for 
ninety days, (3) suspending Leroy S. Brenna from 
being associated with any broker, dealer or investment 
adviser for ninety days, and (4) suspending all three 
respondents from being associated in any capacity with 
a registered investment company for ninety days, is 
hereby declared effective. The suspensions shall be 





effective at the opening of business on February 13, 
1978. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14399/ January 23, 1978 


Administrative Proceeding File No. 3-5127 


In the Matter of 
PETER E. AARON 
ORDER IMPOSING REMEDIAL SANCTIONS 


In this broker-dealer proceeding pursuant to the 
Securities Exchange Act of 1934 (‘‘Exchange Act’’)', 
Peter E. Aaron, the sole remaining respondent, has 
submitted an offer of settiement in which he consented 
to the adoption of the Findings of Fact contained in 
Administrative Law Judge Ralph Hunter Tracy’s Initial 
Decision in this matter. The Commission has 


determined to accept this offer of settlement. 


On the basis of the Order for Proceedings, the Initial 
Decision and the offer of settlement, it is found that 
respondent Peter E. Aaron wilfully violated and wilfully 
aided and abetted violations of Sections 5(a), 5(c) and 
17(a) of the Securities Act of 1933 and Section 10(b) of 
the Exchange Act and Rule 10b-5 thereunder. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offer of 
settlement. 


Accordingly, IT 1S ORDERED that Peter E. Aaron is 
barred from association with any broker, dealer or 
investment company provided that: 


(a) after one year he may apply to become reassociated 
in a non-supervisory capacity upon a showing that he 
will be adequately supervised; and 


(b) after twenty-one (21) months he may apply to 
become reassociated in any capacity. 





instituted November 29, 1976 in the matter of E.L. 
Aaron & Co., Inc. et al. See Securities Exchange Act of 
1934 Release No. 13014 and 13015. 


This Order is to take effect at the opening of business 
on the second Monday after the date of this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14400/ January 23, 1978 


Administrative Proceeding File No. 3-5344 
In the Matter of 

EL CHICO CORPORATION 

File No. 81-294 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities Exchange Commission has issued an 
order granting the application of El Chico Corporation 
(the ‘‘Applicant’’) pursuant to Section 12(h) of the 
Securities Exchange Act of 1934, as amended, (the 
“1934 Act’’) for an exemption from the obligation 
pursuant to Section 15(d) of the 1934 Act to file reports 
on Forms 10-Q and 8-K and an annual report on Form 
10-K for the current fiscal year ending June 2, 1978. 


Since the Applicant has become the wholly-owned 
subsidiary of Campbell Taggart, Inc. as the result of the 
merger of another Campbell Taggart wholly 
owned subsidiary into the Applicant, it appeared to the 
Commission that granting the requested exemption 
would not be inconsistent with the public interest or the 
protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14401/January 23, 1978 


Administrative Proceeding File No. 3-5363 


In the Matter of 
CHARLES E. BACH 


ORDER INSTITUTING PUBLIC PROCEEDINGS AND 
IMPOSING REMEDIAL SANCTIONS 
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In connection with a proposed administrative 
proceeding, Charles E. Bach, formerly a vice-president 
and branch office manager of a broker-dealer 
registered with the Commission pursuant to Section 
15(b) of the Securities Exchange Act of 1934 (Exchange 
Act), has submitted an unsolicited Offer of Settlement 
which the Commission has determined to accept. The 
aforesaid broker-dealer is also a member of the 
National Association of Securities Dealers, Inc., a 
national securities association registered pursuant to 
Section 15A of the Exchange Act and; within the 
meaning of Section 3(a)(3) of the Exchange Act, is a 
member firm of a number of national securities 
exchanges, including the New York Stock Exchange, 
registered with the Commission pursuant to Section 6 
of the Exchange Act. Solely for the purpose of these 
proceedings and any other administrative proceedings 
brought pursuant to Sections 15(b), 19(h) (2) and 19(h) 
(3) of the Exchange Act, Sections 203(e) and 203(f) of 
the Investment Advisers Act of 1940, Section 9(b) of the 
Investment Company Act of 1940, and Section 10(b) of 
the Securities Investor Protection Act of 1970, and 
without admitting or denying the findings herein, 
Charles E. Bach consents to the findings and sanctions 
set forth below. 


Accordingly, it is ORDERED that proceedings pursuant 
to Section 15(b), 19(h)(2) and 19(h)(3) of the Exchange 
Act be, and they hereby are, instituted. 


On the basis of this Order for Proceedings and the 
Offers of Settlement submitted by the respondent 
Charles E. Bach, it is found that Charles E. Bach 
wilfully aided and abetted violations of Section 17(a) of 
the Exchange Act and Rule 17a-3 promulgated 
thereunder and violated Section 10(b) of the Exchange 
Act and Rule 10b-5 promulgated thereunder in that to 
conceal his diversion to his own use of $146,887 of 
customer funds, he caused false entries to be made in 
certain journal and ledger accounts and customer 
records of a broker-dealer registered pursuant to 
Section 15(b) of the Exchange Act; a member of the 
National Association of Securities Dealers, Inc., a 
national securities association registered pursuant to 
Section 15A of the Exchange Act, and, within the 
meaning of Section 3(a)(3) of the Exchange Act, a 
member firm of a number of national securities 
exchanges, including the New York Stock Exchange, 
registered with the Commission pursuant to Section 6 
of the Exchange Act. 
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IV 


In the view of the foregoing, it is in the public interest 
to impose the sanctions specified in the Offer of 
Settlement. 


Accordingly, IT 18 ORDERED that Charles E. Bach is 
hereby barred from association with any broker or 
dealer or investment adviser or investment company or 
any affiliate of a broker or dealer or investment adviser 
or investment company. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SERVICE LIST 


Rule 23 of the Commission’s Rules of Practice provides 
that all amendments to moving papers, all answers, all 
motions or applications made in the course of a 
proceeding (unless made orally during a hearing), all 
proposed findings and conclusions, all petitions for 
review of any initial decision, and all briefs shall be 
filed with the Commission and shall be served upon all 


other parties to the proceeding including the interested 
Division of the Commission. 


The attached Order for Proceedings has been sent to 
the following parties and other persons entitled to 
notice: 


William D. Goldsberry, Administrator 
Chicago Regional Office 

SECURITIES AND EXCHANGE COM- 
MISSION 

Everett McKinley Dirksen Bidg. 

219 South Dearborn Street, Room 1204 
Chicago, Illinois 60604 


Charles E. Bach 
5640 Grove Terrace 
Greendale, Wisconsin 53129 


Charles E. Bach 
Oak Hill, Box 238 
Oregon, Wisconsin 53575 


Michael Wherry, Esq. 
811 East Wisconsin Avenue 
Milwaukee, Wisconsin 53202 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 14402/ January 23, 1978 


An order has been issued granting the application of 
the Philadelphia Stock Exchange, Inc. to strike from 
listing and registration the following securities of lota 
Industries, Inc.: Common Stock, $1 Par Value; and 6% 
Convertible Subordinated Debentures, Due 1983. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14403/ January 23, 1978 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 
5950 Sears Tower 
Chicago, Illinois 60606 


(File No./SR-OCC-77-13) 


ORDER APPROVING RULE CHANGE SUBMITTED 
BY THE OPTIONS CLEARING CORPORATION TO 
IMPROVE ITS DISCI 


On October 11, 1977 /The Options Clearing Corporation 
(‘‘OCC’’) submitted, pursuant to Rule 19b-4 under the 
Securities Exchange Act of 1934 (the ‘‘Act’’), a 
proposed rule change to enable OCC to enforce 
Guniottvely. ofibeedings against its members more 
effectively. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, the proposed rule change was 
published in the Federal Register (42 F.R. 59578, 
November 18, 1977), and the public was invited to 
submit comments until December 9, 1977. Notice of the 
filing and an invitation for comments also appeared in 
Securities Exchange Act Release No. 14163, November 
10, 1977. No letters of comment were received. 


The Commission has reviewed the OCC submission and 
finds that the proposed rule change is consistent with 
the requirements of the Act and the rules and 
regulations thereunder applicable to registered 
clearing agencies, and in particular, the requirements 
of Section 17A and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
contained in File No. SR-OCC-77-13 be, and hereby is, 
approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14404/ January 23, 1978 


In the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, INCOR- 
PORATED 

LaSalle at Jackson 

Chicago, Illinois 60604 


(Sr-CBOE-77-18) 
ORDER APPROVING PROPOSED RULE CHANGE 


On December 1, 1977, the Chicago Board Options 
Exchange, Incorporated filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 
Act of 1934 (the ‘‘Act’’), as amended by the Securities 
Acts Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change. This filing was 
amended on December 2, 1977. The purposes of the 
proposed rule change are to submit to the vote of the 
membership the terms and conditions of future 
membership offerings, and to withdraw an offering of 
exchange memberships which commenced in April, 
1977 as to those which were unsold as of August 29, 
1977. The proposed rule change is consistent with 
Section 6(c)(7) of the Act which provides inter alia that 
the rules of the exchange should assure a fair 
representation of its members in the administration of 
its affairs. As to those memberships which by this 
proposal would be withdrawn, Section 6(c)(4) of the Act 
permits an exchange to decrease the number of 
memberships in such exchange. However, an exchange 
is prohibited from decreasing ihe number of 
memberships below such number in effect on May 1, 
1975, or the date such exchange was registered with the 
Commission, whichever is later. The proposed rule 
change would not violate that statutory provision. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 14235, 
(December 8, 1977)) and by publication in the Federal 
Register (42 Fed. Reg. 63496 (December 16, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
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rules and regulations thereunder applicable to 
registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on December 1, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14405/ January 23, 1978 


An order has been issued granting the application 
submitted by National Hardgoods Distributors, Inc. to 
withdraw its Common Stock, $.10 Par Value, from 
listing and registration on the Boston Stock Exchange, 
Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14406/ January 23, 1978 


An order has been issued granting the application 
submitted by Gearhart-Owen Industries, Inc. to 
withdraw its Common Stock, $.50 Par Value, from 
listing and registration on the American Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14407/ January 23, 1978 


An order has been issued granting the application 
submitted by Pertec Computer Corporation to withdraw 
its Common Stock, $.10 Par Value, from listing and 
registration on the American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14408/ January 23, 1978 


8/SEC DOCKET 


In the Matter of 


MIDWEST STOCK EXCHANGE, INCORPORATED ~- 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-77-38) 
ORDER APPROVING PROPOSED RULE CHANGE 


On October 27, 1977, the Midwest Stock Exchange, 
Incorporated filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to eliminate its policy 
requiring agreements for all discretionary accounts for 
which options are traded to be renewed annually in 
writing. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 14266 (December 
13, 1977)) and by publication in the Federal Register 
(42 Fed. Reg. 63977 (December 21, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national\ __ 
securities exchanges, and in particular, the 
requirements of Section 6, and the rules and 
regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14409/ January 23, 1978 


In the Matter of 
PACIFIC RESOURCES, INC. 


Common Stock, no par value 
File No. 1-6884 





Securities Exchange Act of 1934 
Sections 12(d) and 17(a) 


ORDER AMENDING EFFECTIVE DATE OF WITH- 
DRAWAL FROM LISTING AND REGISTRATION AND 
EXTENDING THE EXEMPTION OF CERTAIN 
PERSONS AND SECURITIES FROM THE PRO- 
VISIONS OF RULE 17a-15 


On June 22, 1977 we approved the application of Pacific 
Resources, Inc. (‘‘PRI’’) to withdraw its securities from 
listing and registration on the Pacific Stock Exchange 
Incorporated (‘‘PSE’’).' We prescribed as a term of 
that delisting that it not become effective until the time 
of our determination with respect to the PSE’s 
application for unlisted trading privileges in PRI 
common stock, but in no event later than 120 days after 
June 22, 1977.2 On October 20, 1977 we amended the 
effective date of the delisting by extending it to 
November 21, 1977.° That date was extended again on 
November 21 until January 23, 1978.4 


We found that the initial delay in the effective date of 
the delisting and the extension until January 23, 1978 
were necessary for two reasons. First, a temporary 
disruption in trading in PRI stock on the PSE would 
result in a lessening of potential competition among 
dealers and between exchange markets and markets 
other than exchange markets during any interim period 
after delisting, but before unlisted trading privileges 
are (if at all) granted. Second, we initially had noted 
that if the delisting were effective immediately, PRI 





‘See Securities Exchange Act Rel. No. 13657 (June 22, 
1977); 42 F.R. 33398 (June 30, 1977). 


?The PSE filed an application, pursuant to Section 
12(f)(1)(C) of the Securities Exchange Act of 1934, for 
unlisted trading privileges in PRI stock on March 25, 
1977 in response to PRI’s application to withdraw that 
security from listing and registration on the PSE (filed 
March 23, 1977). Concurrently with our order 
withdrawing PRI stock from listing, we ordered a 
hearing on the PSE application. See, Securities 
Exchange Act Rel. No. 13658 (June 22, 1977); 42 F.R. 
33402 (June 30, 1977). 


See Securities Exchange Act Rel. No. 14078 (October 
20, 1977); 42 F.R. 56824 (October 28, 1977). 


*See Securities Exchange Act Rel. No. 14195 
(November 21, 1977); 42 F.R. 61100 (December 1, 
1977). 


stock would not be marginable for a period of several 
months until it was included on the Federal Reserve 
Board’s ‘‘List of OTC Margin Stocks.’’> 


Our ultimate determination on the PSE application for 
unlisted trading privileges in PRI stock involves the 
consideration of several major policy issues including, 
among others, whether sufficient progress has been 
made toward the development of a national market 
system to satisfy the standards of Section 12(f)(2), 
whether the progress contemplated by Congress in 
adopting that Section is met by PSE’s rescission of its 
off-board trading rules as they apply to transactions in 
PRI common stock, whether that progress and the 
statutory goals of eliminating unnecessary burdens on 
competition are satisfied by existing communications 
facilities and provisions for access between the PSE and 
over the counter (‘‘OTC’’) markets, and whether last 
sale reporting of all PRI stock transactions would be 
appropriate should unlisted trading privileges be 
granted. 


We have not yet resolved these issues insofar as they 
arise with respect to our consideration of the PSE 
application for unlisted trading privileges and, 
accordingly, we have been unable to complete our 
deliberations concerning the hearing on that 
application. We believe, however, that the purposes of 
the Act, particularly those which encourage 
competition among dealers acting as market makers in 
a security and between markets in that security,® make 
it appropriate for us to permit the existing competition 
in PRI stock to continue during the interim period 
necessary for us to conclude our deliberations. 
Accordingly, for the reasons enunciated in the June 22 
delisting order, and as stated above, we find it 
necessary to extend until March 24, 1978 the effective 
date of removal of PRI stock from listing and 
registration on the PSE. 





>The maintenance of credit, extended before a security 
ceases to be marginable, would not be affected by the 
delisting of that security. [Section 220.7(b) of 
Regulation T (12 CFR 220.7(b)]. The extension of new 
credit, however, would be prohibited under those 
circumstances, until the security was included on the 
Federal Reserve Board’s ‘‘List of OTC Margin Stocks.’’ 


SSee, e.g., Section 11A(a)(1)(C)(ii). 
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PRI stock has been traded both on the PSE and OTC 
since issuance of our June 22 order.’ At that time we 
also exempted, fur a period of up to 120 days, the 
National Association of Securities Dealers, Inc. 
(‘‘NASD’’) and al! brokers and dealers from the 
reporting requirements of Rule 17a-15 under the 
Securities Exchange Act of 1934 relating to last sale 
reports of OTC transactions in the common stock of 
PRI. The duration of that exemption was amended in 
our October 20 and Movember 21, 1977 orders to extend 
to January 23, 1978. Until we make a determination on 
the PSE’s application for unlisted trading privileges in 
PRI stock, we believe that there will be uncertainty as 
to whether real-time reporting in PRI stock will be 
required as a general matter and that a continued 
exemption from Rule 17a-15 is appropriate.* We 
continue to believe it is not necessary in the public 
interest or for the protection of investors to require 
members of the PSE, (who may trade PRI stock in the 
OTC market) and other brokers and dealers to develop 
and implement reporting procedures for transactions in 
this single security during the time before we made a 
determination as to the PSE’s application. Accordingly, 
we have determined to, and hereby exempt, until 
March 24, 1978, the NASD and all brokers and dealers 
from the requirements of Rule 17a-15 relating to last 
sale reports of OTC transactions in the common stock of 
PRI. 


ACCORDINGLY, IT IS HEREBY ORDERED, that our 
order of June 22, 1977 (as amended by our October 20 
and November 21, 1977 orders) granting PRI’s 
application to withdraw from listing and registration 
on the PSE be, and it hereby is, amended as set forth 
herein. 





"The PSE has exempted from its off-board trading 
restrictions securities such as PRI stock, which are both 
the subject of a delisting application and in which the 
PSE has applied for unlisted trading privileges See, 
Securities Exchange Act Rel. No. 13656 (June 22, 
1977); 42 F.R. 33400 (June 30, 1977). 


81f the unlisted trading privileges application of the PSE 
is denied, PRI stock will be traded solely OTC and, 
therefore, will not be subject to current reporting under 
Rule 17a-15. 


°This exemption does not prohibit those persons 
individually from complying voluntarily with Rule 
17a-15 as long as such broker or dealer complies with 
the Rule in a uniform and consistent manner. 
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By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT CF 1934 
Release No. 14410/ January 24, 1978 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-77-31) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 17, 1977, the New York Stock Exchange, 
Inc. (‘“‘NYSE’’) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), and Rule 19b-4 thereunder, copies of a 
proposed rule change. The proposed rule change 
rescinds NYSE.Rule 357, which required members and 
member organizations to keep on file for two weeks all 
communications sent and received over private wires. 
Rule 357 was determined to be superfluous since 
Securities Exchange Act Rule 17a-4(b)(4) requires all 
exchange members, brokers and dealers to maintain \ 
originals of all communications received and copies of 
all communications sent relating to their business as 
exchange members, brokers and dealers for three 
years. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 14259, 
(December 12, 1977)) and by publication in the Federal 
Register (42 FR 63978 (December 21, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Sections 6 and 17 and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14411/ January 25, 1978 


NOTICE OF PUBLIC HEARINGS INTO THE 
ESTABLISHMENT OF A NATIONAL CLEARANCE 
AND SETTLEMENT SYSTEM TO CONSIDER WHY 
THE CONDITIONS SPECIFIED IN THE COM- 
MISSION’S ORDER, ISSUED JANUARY 13, 1977, 
GRANTING REGISTRATION TO NATIONAL SECU- 
RITIES CLEARING CORPORATION, HAVE NOT 
BEEN SATISFIED; AND REQUEST FOR COMMENTS 


The Securities and Exchange Commission announced 
today that it will hold public hearings beginning March 
7, 1978 on the matters discussed herein. Persons who 
wish to submit written comments on these matters 
should do so by March 15, 1978. 


Background and Introduction 


In March 1976, National Securities Clearing 
Corporation (‘‘NSCC’’) filed with the Commission an 
application for registration as a clearing agency 
pursuant to Section 17A of the Securities Exchange Act 
of 1934 (the ‘‘Act’’), 15 U.S.C. 78q-1, as amended by 
the Securities Acts Amendments of 1975 (the ‘‘1975 
Amendments’’), and Rule 17Ab2-1 thereunder, 17 CFR 
240.17Ab2-1. NSCC’s application contemplated that 
NSCC would perform the clearing and settlement 
operations then peformed by the American Stock 
Exchange Clearing Corporation (‘‘ASECC’’), National 
Clearing Corporation (‘‘NCC’’) and Stock Clearing 
Corporation (‘‘SCC’’).' 


The Commission instituted proceedings pursuant to 
Section 19(a)(1) of the Act to determine whether to 
grant or deny registration.? These proceedings included 
public hearings on June 16, 17 and 18, 1976. 


Based upon the hearings, a review of comments from 
interested persons, and the analysis of economic and 
other data prepared by its staff, the Commission 
tentatively concluded that the registration of NSCC 
would be a positive and useful step in the development 
of anational system for the clearance and settlement of 
securities transactions (‘‘National System’’). The 





'ASECC, NCC and SCC were wholly-owned 
subsidiaries of the American Stock Exchange, Inc., the 
National Association of Securities Dealers, Inc., and the 
New York Stock Exchange, Inc., respectively. 


?The Commission gave public notice of the institution of 
proceedings in Securities Exchange Act Release No. 
12489 (May 28, 1976), 41 FR 23255 (June 9, 1976). 


Commission announced on November 3, 1976, that it 
was considering the approval of the NSCC application 
subject to four conditions and requested public 
comments thereon.® After considering comments 
received, the Commission, on January 13, 1977, 
announced it had determined to permit provisional 
registration by NSCC based upon its conclusion that 
NSCC’s registration, subject to certain conditions 
specified in its order,* would be ‘‘an essential step 
toward the establishment, at an early date, of a 
comprehensive network of linked clearance and settle- 
ment systems and branch facilities with the national 
scope, efficiencies and safeguards envisioned by 
Congress in enacting the 1975 Amendments.’’5 NSCC 
was prohibited, however, from operating as an 
integrated system the clearing and settlement systems 
then operated by ASECC, SCC and NCC—referred to 
as Phase !i—until each of the Conditions had been 
met.§ NSCC indicated its belief that Phase |! could be 





3Securities Exchange Act Release No. 12954 (November 
3, 1976), 41 FR 49721 (November 10, 1976). 


“Securities Exchange Act Release No. 13163 (January 
13, 1977), 42 FR 3916 (January 21, 1977) [hereinafter 
‘*the Order’’] 


Id., 5. 


®The conditions to the Order provided that prior to the 
commencement of Phase I] NSCC should have: 


(i) established full interfaces with each of 
the Midwest Clearing Corporation 
(‘‘MCC’’); Pacific Clearing Corporation 
(‘‘PCC’’); and Stock Clearing Corporation of 
Philadelphia (‘‘SCCP’’) and appropriate 
links with Boston Stock Exchange Clearing 
Corporation (‘‘BSECC’’) and TAD Depos- 
itory Corporation (‘‘TADDC’’) and offered 
to operate each interface and link under 
agreements which would provide that the 
parties to the interface or link would not 
charge each other for interface movements 
or charge their participants either an 
interface fee or any jee which would operate 
as an interface fee; 


(ii) provided, at cost, efficient facilities, and 
cooperated with brokers and dealers and 
other registered clearing agencies in the 
development of alternative means, through 
which brokers and dealers may compare, 
either directly or through an agent, 
transactions eligible for comparison at 
NSCC, and enabled its participants to effect 


(continued on next page) 
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initiated within 120 days of the date NSCC’s 
registration was granted. The Commission’s Order also 
set forth the Commission’s views on the minimum 
capabilities of a National System.’ 


In granting NSCC’s registration on a provisional basis, 
the Commission indicated its intention ‘‘to monitor 
closely the effects’ of its decision and, ‘‘if necessary, 
substantially modify or reverse that decision.’’® The 
Commission also reserved the right to ‘‘modify any part 
of the conditions prior to the initiation of Phase II 
operations if the Commission determines that NSCC’s 
satisfaction of conditions is being delayed by other 





(continued from preceding page) 


comparison, clearance and settlement of 
New York Stock Exchange, Inc. (‘‘NYSE’’), 
American Stock Exchange, Inc. (‘‘AMEX’’) 
and over-the-counter (‘‘OTC’’) transactions 
through the NSCC branch network; 


(iii) begun operating existing NCC branch 
facilities so that those facilities, and any 
other branch facilities established by NSCC, 
provide, at a minimum, the same level of 
service provided through the facilities to 
NSCC participants to participants in any 
other registered clearing agency which 
agrees to use any of the facilities and to 
defray a portion of any such facility’s 
operating costs equal to such clearing 
agency’s proportionate use of the facility; 
and 


(iv) furnished without charge to any 
registered clearing agency which requested 
them computer programs for the perform- 
ance of trade comparison for OTC 
transactions between the registered clearing 
agency’s participants and made arrange- 
ments for any other registered clearing 
agency which is willing to do so to compare 
all OTC transactions between participants in 
different registered clearing agencies, 
without charge to such registered clearing 
agencies, or, if no other registered clearing 
agency is willing to do so, undertaken to 
compare all such transactions without 
charge to registered clearing agencies. 


Id., 117-118. 
7Id., 21-30. 


Sid. 111. 
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persons or that such action is necessary or appropriate 
to carry out the purposes of the Act.’’? 


Subsequent to the issuance of the Order, Bradford 
National Clearing Corporation (‘‘BNCC’’) and Bradford 
Securities Processing Services, Inc. (‘‘BSPS’’) sought 
review of the Order in the United States Court of 
Appeals for the District of Columbia Circuit. NSCC, 
among others, intervened in the lawsuit, which is still 
pending. 


During the one-year period since NSCC was granted 
registration, some but not all of the conditions have 
been satisfied. Specifically, interfaces for the clearance 
of OTC transactions have not been established with 
MCC or SCCP, the branch facilities operations have not 
begun, and an appropriate link has not been developed 
with TADDC."° 


Matters to be Examined During the Hearings 


In order to fulfill its responsibilities under the Act, the 
Commission has determined to receive, in a public 
forum, data, views and arguments on the events which 
have taken place during the past year in the clearance 
and settlement area and the problems which are 
impeding the development of an efficient, competitive 
National System. In particular, the Commission intends 
to examine the progress that has been made toward 
satisfaction of the conditions to NSCC’s registration, | 
whether the conditions to NSCC’s registration are 
having their intended effect, and whether modifications 
to the Commission’s Order and the conditions 
contained therein may be necessary. Data and views 
also will be solicited on whether there currently are 
geographic differences in the costs of engaging in 
business as a broker or dealer which make 
inappropriate geographic mutualization of charges for 
clearing and settlement services. 


Finally, the Commission intends to receive testimony 
from persons who believe that the registration of NSCC 
has not furthered progress toward a National System as 
to what steps they perceive to be necessary or 
appropriate at this time to facilitate the establishment 
of a National System in a manner which furthers the 
objectives of the Act. 





°ld., 112. 


'©The Commission does not intend to indicate any , 
prejudgment as to the reasons these conditions have © _ 
not been satisfied. 





Information Pertaining to Public Hearings 


Public hearings on the foregoing matters, pursuant to 
the provisions of Sections 2, 17A, 19, 21, 22, and 23 of 
the Act, will commence at 10:00 a.m., Tuesday, March 
7, 1978, in Room 776 at the Headquarters Office of the 
Commission, 500 North Capito! Street, Washington, 
D.C. 20549 and continue thereafter at such times and 
places as the officers named herein may determine. 
Persons appearing at the hearings will be permitted to 
give a brief oral presentation addressing the issues of 
their choice pertaining to the establishment of a 
National System. The Commission intends to question 
persons appearing at the Hearings concerning the 
above-mentioned issues, and, in order to allow 
sufficient time for the Commission’s inquiries, initial 
oral presentations may not exceed fifteen minutes. 
Participants in the hearings, however, may submit 
more extensive written statements at least four days 
before their appearance. All oral statements from 
witnesses will be taken under oath or affirmation. 


For the purpose of these hearings it is ordered that, 
Andrew M. Klein, Sheldon Rappaport, Roger D. Blanc, 
Harry F. Day, Robert J. Millstone and Harry Melamed 
be, and hereby are, designated hearing officers to 
preside over such hearings, to administer oaths and 
affirmations, to subpoena witnesses, to compel their 
attendance, to take evidence, to require the production 
of any books, papers and other records deemed 
relevant or material to the inquiry and to perform such 
other duties in connection therewith as prescribed by 
law. 


Any interested person who wishes to appear at the 
hearings should notify Robert J. Millstone at 
(202)-755-8777 by Friday, February 24, 1978. Persons 
who plan to make a prepared statement should submit 
25 copies of their statement not later than four business 
days in advance of their scheduled date of appearance. 


Prior to or during the hearings, any person may submit 
written questions to be directed to a particular 
witness or group of witnesses; but the presiding 
hearing officer will determine in his sole discretion 
whether or io what extent to direct those questions to 
any witness. 


A list of witnesses, setting forth the time of their 
scheduled appearances, will be published in the SEC 
News Digest. 


Request for Comments 


Interested persons are invited to submit written 
comments by March 15, 1978. Six copies of each 
comment letter should be submitted addressed to 
George A. Fitzsimmons, Secretary, Securities and 


Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. 600-15. All such communications will be placed 
in the file and will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14412/ January 25, 1978 


NOTICE OF FILING OF PROPOSED NEW RULE BY 
THE NEW YORK STOCK EXCHANGE, INC. 


(File No. SR-NYSE-77-33) 


The New York Stock Exchange, Inc. (‘‘NYSE’’) 
submitted on November 17, 1977, a proposed new rule, 
pursuant to Rule 19b-4 under the Securities Exchange 
Act of 1934, authorizing the Board of Directors of the 
NYSE to impose charges on members and member 
organizations to reimburse the NYSE for regulatory 
oversight services that the NYSE provides to its 
membership. On January 19, 1978, the NYSE 
submitted an amendment to the proposed new rule 
which sets forth the amount of the fee established by 
the Board of Directors. 


Publication of the submission, as amended, is expected 
to be made in the Federal Register during the week of 
January 30, 1978. Interested persons are invited to 
submit written data, views and arguments concerning 
the submission within twenty-one days from the date of 
publication in the Federal Register. Persons desiring to 
make written submissions should file six copies thereof 
with. the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference shculd be made to 
File No. SR-NYSE-77-33. 


Copies of the submission, with accompanying exhibits 
and of all written comments will be available for public 
inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14413/ January 25, 1978 


NOTICE OF EXPIRATION OF TEMPORARY 
AMENDMENT 


The Securities and Exchange Commission today 
announced that it does not intend to extend beyond its 
scheduled expiration date of January 31, 1978, the 
temporary exemption in Securities Exchange Act Rule 
15c2-11(f)(4)(T), 17 CFR 240.15c2-11(f)(4)(T), which 
facilitates the operation of a weekly quotation service 
for securities traded over-the-counter. 


By the Commission, 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14414/ January 25, 1978 


In the Matter of 

NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 

New York, New York 10005 
(SR-NYSE-77-29) 


ORDER APPROVING PROPOSED RULE CHANGE 


On November 14, 1977, the New York Stock Exchange, 
Inc. filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the 


‘*Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to conform its 
treatment of convertible or exchangeable securities 
with Regulation T for purposes of options margin 
requirements and to permit its members to establish 
non-purpose loan accounts to the extent allowed by 
Regulation T. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 14267 (December 
13, 1977)) and by publication in the Federal Register 
(42 Fed. Reg. 63982 (December 21, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
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requirements of Section 6 and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14415/ January 26, 1978 


Dissemination of Quotations for Reported Securities 
AGENCY: Securities and Exchange Commission. 
ACTION: Final rule. 


SUMMARY: The rule requires all national securities 
exchanges and associations to establish procedures for 
collecting from their members bids, offers and 
quotation sizes with respect to reported securities, and | 
for making such bids, offers, and sizes available to | 
quotation vendors. It also requires that quotation 
information made available to vendors be ‘‘firm’’, 
subject to certain exceptions. The rule is intended to 
facilitate the prompt development of a composite 
quotation system, an integral component of a national 
market system. 


EFFECTIVE DATE: May 1, 1978. 


FOR FURTHER INFORMATION CONTACT: John W. 
Osborn, Division of Market Regulation, Securities and 
Exchange Commission, 500 North Capitui Street, 
Washington, D.C. 20549 (202-755-8961). 


SUPPLEMENTARY INFORMATION: 


The Securities and Excl:ange Commission has 
announced the adoption of Rule 11Ac1-1 [17 CFR 
§240.11Ac1-1] under the Securities Exchange Act of 
1934 (the ‘‘Act’’) [15 U.S.C. 78a et seq., as amended by 
Pub. L. No. 94-29 (June 4, 1975)], governing 
dissemination of quotation information with respect to 
equity securities as to which last sale information is 
reported in the consolidated transaction reporting 
system (the ‘‘consolidated system’’) contemplated by , 
Rule 17a-15 under the Act [17 CFR §240.71a-15] © 
(‘reported securities’). The Rule is designed to 





e 


facilitate the prompt development of a composite 
quotation system by improving the quality and 
reliability of quotation information made available by 
national securities exchanges (‘‘exchanges’’) and third 
market makers. 


The Rule, which will become effective on May 1, 1978, 
will require each exchange and third market maker (a 
‘“‘market center’’) to make available quotations 
(including size) in all reported securities in which that 
market center is making a market. In addition, 
quotations made available pursuant to the Rule will be 
required to be ‘‘firm’’, subject to certain exceptions. 


1. Background 


In February 1972, in its Statement on the Future 
Structure of the Securities Markets, the Commission 
first identified a composite quotation system as an 
integral component of a national market system when it 
stated that: 


an essential step toward formation of a 
central market system is to make 
information on prices, volume and quotes 
for securities in all markets available to all 
investors, so that buyers and sellers of 
securities, wherever located, can make 
informed investment decisions and not pay 
more than the lowest price at which 
someone is willing to sell nor sell for less 
than the highest price at which a buyer is 
prepared to offer. Such a communications 
system would thus serve to link the now 
scattered markets for listed securities.' 


Following the publication of the Future Structure 
Statement, the Commission proposed Rule 17a-14 
under the Act, which would have required each 
exchange and national securities association (‘‘asso- 
ciation’’) to make quotations of their members available 
to vendors.? Since that time, the Commission has 
pursued several alternative courses of action designed 
to establish a composite quotation system, including a 
proposal to require plans to be filed under Section 17 (a) 
of the Act and an attempt to free competitive forces to 
bring about the development of such a system by 





‘Securities and Exchange Commission, Statement on 
the Future Structure of the Securities Markets 
(February 2, 1972) at 9, 37 FR 5286, 5287 (‘‘Future 
Structure Statement’’). 


?Securities Exchange Act Release No. 9529 (March 8, 
1972, 37 FR 5760. 


removing barriers to the voluntary dissemination of 
quotation information.* 


As noted by the Commission when it first proposed 
Rule 11Ac1-1 in 1976/ private efforts at developing a 
composite quotation system have proven largely 
unsucessful. Exchange markets continue to dis- 
seminate bid and asked price data which do not 
represent ‘‘firm’’ quotations and no self-regulatory 
organization makes available data as to quotation sizes. 
These and other deficiencies, which are more fully 
discussed in the 1976 Release, have convinced the 
Commission that it should take affirmative steps to 
improve the quality of quotation information 
disseminated by the various market centers by 
adopting Rule 11Ac1-1 which will require exchanges 
and third market makers to make available ‘‘firm’’ 
quotations while allowing the private sector, without 
regulatory compulsion, to develop the means of 
consolidating those quotations. 


The initial version of Rule 11Ac1-1, proposed in July 
1976 (the ‘‘1976 Proposal’’),> would have required 
every exchange and association to establish and 
maintain procedures and mechanisms for collecting 
quotations in eligible securities® from its specialists and 





31n 1974, the Commission republished Rule 17a-14 in a 
substantially revised form, which would have permitted 
exchanges and associations to file plans (similar to the 
type of plan called for by Rule 17a-15 under the Act 
with respect to last sale reports), to govern the 
development and implementation of a composite 
quotation system. Securities Exchange Act Release No. 
10969 (August 14, 1974), 39 FR 31920. However, in 
1975, the Commission decided to defer consideration of 
that proposal and determined, as an alternative course 
of action, to take steps to remove restrictions imposed 
by exchanges on the dissemination of quotation 
information, while leaving the development of a system 
consolidating quotation information from the various 
market centers to private enterprise. See Securities 
Exchange Act Release Nos. 11288 (March 11, 1975), 40 
FR 15015, and 11406 (May 7, 1975), 40 FR 25645. 


*Securities Exchange Act Release No. 12670 (July 29, 
1976), 41 FR 32856 (‘‘1976 Release’’). 


>See id. 


®The 1976 Proposal used the term ‘‘eligible security,”’ 
which wes defined as any security as to which last sale 
information is reported in the consolidated system. In 
the subsequent proposal! and the Rule as adopted, the 
term ‘‘reported security’’ has been utilized and defined 
to limit the application of the Rule to equity securities 
reported in the consolidated system. 


SEC DOCKET/15 





third market makers and for making such quotations 
(and, if the specialist or third market maker desired, his 
quotation sizes) available to quotation vendors.’ Each 
specialist and third market maker would have been 
required to communicate his quotations promptly to his 
exchange or association in accordance with the 
exchange’s or association’s procedures ® 


The 1976 Proposal would also have required that, 
subject to certain exceptions, all quotations made 
available pursuant to the Rule be ‘‘firm’’. In particular, 
the Rule would have provided that any specialist or 
third market maker presented with an order for the 
purchase or sale of an eligible security (other than the 
purchase and sale of an odd-lot) stand ready to execute 
a transaction in that security in any amount up to such 
specialist’s or third market maker’s published 
quotation size (i.e., his most recently communicated 
quotation size displayed by vendors or, in the event he 
had disseminated no quotation size, a normal unit of 
trading)° at a price at least as favorable to the buyer or 
seller as the bid price or asked price comprising part of 
that specialist’s or market maker’s published quotation 
(i.e., his most recently communicated quotation 
displayed by vendors at the time the order is 
presented).'° 


Two exceptions to ‘‘firmness’’ were provided in the 
1976 Proposal. First, a specialist or third market maker 
would have been relieved of his obligation to effect 
transactions at his published quotation if, after 
dissemination of a published quotation and before 
presentation of an order, that specialist or third market 
maker had communicated a quotation to his exchange 
or association superseding his published quotation."' 
Second, quotations of specialists and third market 
makers would not have been required to be ‘‘firm’’ for 
a period of three minutes following the execution of a 
transaction in the particular security involved on the 
floor of the specialist’s exchange or by the third market 
maker (as the case may be) or following the report of a 
transaction in the security in the consolidated system 
(the ‘‘Three Minute Exception’’).'2 





71976 Proposal, paragraph (b)(1). 


84976 Proposal, paragraph (c)(1). 


°See 1976 Proposal, paragraph (a)(8). 


‘©1976 Proposal, paragraph (c)(2). See id., paragraph 
(a)(10). 


''1976 Proposal, paragraph (c)(3)(Iii). 
'24976 Proposal, paragraphs (c)(3)(i) and (c)(5). 
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Commentators responding to the 1976 Proposal felt that 
the Rule as then proposed would cause certain 
operational difficulties with respect to the collection 
and dissemination of exchange quotations. These 
commentators argued that, under the collection 
procedures then proposed, exchange quotations either 
would not accurately reflect all buying and selling 
interest on an exchange floor (by only disseminating 
the specialists’ quotation) or would subject the 
specialist to firmness obligations for bids or offers 
which were not made by him. Additionally, some 
commentators suggested that, during periods of 
unusual or active trading, an exchange’s procedures for 
quotation collection might be inadequate. In response 
to these comments, the Commission republished the 
Rule, in June 1977, in substantially revised form (the 
‘1977 Proposal’’).'3 


The 1977 Proposal, rather than limiting the collection 
of exchange quotations to specialists’ bids and offers, 
would have required each exchange to collect, process 
and make available to quotation vendors the highest bid 
and lowest offer'* communicated at the location (or 
locations) designated for trading on the floor of that 
exchange by any ‘‘responsible broker or dealer’’ with 
respect to each reported security '> listed or admitted to 
unlisted trading privileges on that exchange. The term 
‘responsible broker or dealer’’ was defined to include 
any member of an exchange who communicated to 
another member on the floor of that exchange a bid or 
offer for a reported security at the location (or locations) 
designated by the exchange for trading in that security. 
In the event two or more members had communicated a 
bid or offer at the same price, both such members 
would be deemed responsible brokers or dealers, 
subject to the rules of priority and precedence then in 





'3Securities Exchange Act Release No. 13626 (June 14, 
1977), 42 FR 32418 (‘‘1977 Release’’). In addition, the 
1977 Proposal contained a number of technical changes 
in response to comments by interested parties. See 
1977 Release 19-21, 42 FR 32418, 32420. 


'4This requirement was limited to permit an exchange 
to exclude any bid or offer which was executed 
immediately after communication and any such bid or 
offer communicated by a responsible broker or dealer 
other than an exchange market maker which was 
cancelled or withdrawn if not executed immediately 
after communication. 1977 Proposal, paragraph (b)(2). 


‘See note 6 supra. 





effect on that exchange." Thus, an exchange would 
have been responsible for making available a single 
quotation, not necessarily of any individual market 
participant such as a specialist, but rather reflecting the 
highest bid and lowest offer of any broker or dealer at 
the post.'” 


Under the 1977 Proposal, each bid or offer made 
available by an exchange to quotation vendors would 
have been accompanied by a quotation size, which 
would be either (i) the number of shares or units of 
trading which the broker or dealer responsible for that 
bid or offer had specified for purposes of 
communication to quotation vendors that he would be 
willing to buy at the bid price or sell at the offer price 
comprising his bid or offer, or (ii) in the event no such 
number had been specified, a normal unit of trading.'® 
If the bid or offer made available by an exchange 
represented the bids or offers of more than one 
responsible broker or dealer, the exchange would have 
been required to make available an aggregate quotation 
size with respect to such bid or offer (l.e., the sum of 





'61977 Proposal, paragraph (a)(3)(i). The 1977 Proposal 
would also have provided that, with respect to a bid or 
offer representing an order which had been transmitted 
from one member of that exchange to another member 
who undertook to act as agent with respect to the order, 
only the last member undertaking to act as agent with 
respect to the order would have been considered as the 
‘responsible broker or dealer’’ for the bid or offer. 
Thus, for example, if an order had been given to a $2 
broker for execution or left with a specialist, only the $2 
broker or the specialist (and not the originating broker) 
would have been subject to the Rule’s firmness 
obligations. 


'7Under the 1977 Proposal, each exchange would also 
have been responsible for establishing and maintaining 
procedures and mechanisms for ascertaining the 
identity of responsible brokers and dealers with respect 
to each bid and offer and would have’ been required, 
upon request of any member seeking to execute a 
transaction in reliance on the firmness requirements of 
the Rule, to disclose the identity of such responsible 
brokers and dealers to that member. 1977 Proposal, 
paragraph (b)(2). 


'81977 proposal, paragraph (a)(10). 


the quotation sizes of all responsible brokers or dealers 
with respect to such bid or offer)! 


The firmness requirements and exceptions thereto for 
revised quotations and for intervening transactions and 
trade reports contained in the 1976 Proposal were 
retained in the 1977 Proposal. However, the exceptions 
to firmness were modified to allow an exchange 
member, seeking to execute a transaction in a security 
when the published bid or published offer for that 
security represented the bids or offers of two or more 
members, to effect transactions with all of such 
responsible brokers or dealers up to the published 
aggregate quotation size. Specifically, if an order to 
purchase or sell a reported security was presented for 
execution to a responsible broker or dealer on the floor 
of an exchange at a time when the published bid or 
published offer of such exchange represented bids or 
offers (as the case may be) of more than one 


‘responsible broker or dealer on that exchange, no such 


responsible broker or dealer would have been relieved 
of his execution responsibility under the Rule until the 
member seeking to execute the order had either 
completed his order (if the order was in size equal to or 
less than the published aggregate quotations size) or (if 
the order was in size greater than the published 
aggregate quotation size) the member had purchased 
or sold an amount of the security equal to such 
published quotation size regardless of any revised 
quotation or any intervening transaction or trade 
report 2° 


In addition, the 1977 Proposal would have provided a 
further exception to firmness during periods of unusual 
or active trading when an exchange’s quotation 
collection procedures would not be adequate to monitor 
the flow of quotation information or a specialist would 
not be able to update his quotations on a timely basis 
(the ‘‘Unusual Market Exception’’). Under this 
exception, if an exchange, pursuant to rules and 
regulations approved by the Commission under Section 
19(b)(2) of the Act, determined that the level of trading 
activity or the existence of unusual market conditions 
was such that the exchange was incapable of accurately 
collecting, processing and making available to vendors 





‘91977 Proposal, paragraph (a)(12). The exchange 
would also have been responsible for keeping track of 
the quotation sizes of each broker or dealer and making 
that information available to a member seeking to effect 
a transaction in reliance on the firmness requirements 
of the Rule. 1977 Proposal, paragraph (b)(2). 


201977 Proposal, paragraph (c)(4). 
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the data required by the Rule, upon such exchange’s 
notification to certain specified persons (including the 
Commission and each quotation vendor),?' the firmness 
obligations of responsible brokers and dealers on such 
exchange, as well as the obligation of the exchange to 
ascertain the identity and quotation size of each 
responsible broker and dealer and to make such 
information available to members, would be 
suspended. The suspension would continue until the 
exchange had determined that the unusual market 
activity or conditions had terminated and renotified 
those specified persons. Durng the pendency of the 
suspension, the exchange involved wouid still be 
required to continue, to the maximum extent 
practicable under the circumstances, to collect, process 
and make available to vendors bids, offers and 
quotation sizes of its members.?? 


The 1977 Proposal did not significantly change the 
collection procedures and firmness requirements of the 
Rule for third market makers. Under the 1977 Proposal, 
each third market maker?? would have been defined as 
a ‘‘responsible broker or dealer’’?* and would have 
been obligated to communicate his bids, offers and 
quotation sizes to the association of which he was a 
member pursuant to collection procedures established 
by that association25 Such bids, offers and quotations 
sizes would have been firm, subject to the same 
exceptions for revised quotations and intervening trade 
reports as contained in the 1976 Proposal2® Each 
association, in turn, would have been required, at all 
times last sale information with respect to reported 
securities was reported in the consolidated system, to 
collect, process and make available to vendors the 
highest bid and lowest offer and quotation size of each 





*"4977 Proposal, paragraph (a)(15). 


221977 Proposal, paragraph (b)(3). 


*3The 1977 Proposal changed the definition of ‘‘third 
market maker’’ to make clear that (i) a market maker 
may also represent a customer’s order as agent as part 
of a bid or offer disseminated pursuant to the Rule, and 
(ii) a market maker would not include any person acting 
solely in the capacity of a block positioner. See id., 
paragraph (a){1). 


241977 Proposal, paragraph (a)(3)(ii). 


251977 Proposal, paragraph (c)(I). 


*°1977 Proposal, paragraphs (c)(2),(3) and (5). 
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been resolved but that there was sstill 


responsible broker or dealer who was a member of that 
association and who was acting in the capacity of a third 
market maker 2’ 


In response to the publication of the 1977 Proposal, the 
Commission received comment letters from three 
vendors of market information, six exchanges, the 
National Association of Securities Dealers, Inc. 
(‘‘NASD’’), the Securities Industry Association, two 
broker-dealer firms and the Council on Wage and Price 
Stability. The Commission has also considered 
comments and statements concerning quotation 
systems generally and Rule 11Ac1-1 specifically which 
were received in connection with the Commission’s 
current proceeding under Section 19(c) of the Act, 
considering amendment of exchange rules which limit 
or condition the ability of their members to effect 
transactions over-the-counter in listed securities and to 
consider the adoption of certain Commission rules to 
accompany any such action (the ‘‘Off-Board 
Proceeding’’).22 Finally, the Commission has con- 
sidered the views of the National Market Advisory 
Board (‘‘NMAB’’) regarding a composite quotation 
system.?9 All of the comments and views received in 
response to the 1977 Proposal indicate that most of the 
mechanical and operational difficulties of the Rule had 
some 
disagreement as to the basic regulatory approach of the 
Rule. After carefully considering these views and 
comments, the Commission has determined to retain 
the basic approach of the proposal and has adopted 
Rule 11Ac1-1 in substantially the same form as the 1977 
Proposal, with the elimination, however, of the Three 
Minute Exception. 


Il. The Revised Proposal 
A. Three Minute Exception 


A number of commentators responding to both the 1977 
and 1976 Proposals argued that the Three Mirute 





271977 Proposal, paragraph (b)(1)(ii). However, this 
requirement was limited to permit an association to 
exclude any bid or offer which was executed 
immediately after communication or cancelled or 
withdrawn if not executed immediately after 
communication. 


28 See Securities Exchange Act Release No. 13662 (June 
23, 1977), 42 FR 33510. 


22NMAB, ‘‘Next Steps to be Taken to Facilitate the 
Establishment of a National Market System,’’ 
December 6, 1977, (‘‘NMAB Report’’) 15-18. 





Exception was both unnecessary, in light of actual 
trading conditions and recent technological develop- 
ments premitting computer-generated quotations, and 
counterproductive because it would emasculate the 
firmness provisions of the Rule. Therefore, these 
commentators suggested that the quotation information 
disseminated pursuant to the Rule would be less useful 
for order routing decisions. One commentator also 
asserted that the Three Minute Exception would permit 
exchanges or third market makers to suspend making 
quotations available for lengthy periods of time during 
active markets. 


The Three Minute Exception was originally included in 
the 1976 Proposal as a mechanism to assure that market 
makers were given sufficient time to update their 
quotations following completion of a transaction or after 
receiving a trade report from another market center. 
The Commission recognized that the Exception would 
result in the dissemination of quotations which were 
less useful for order routing decisions than quotations 
which were firm unless altered prior to the receipt of an 
order; however, because the Commission was 
concerned that the Rule might cause operational 
difficulties, especially in active markets, the Three 
Minute Exception was included to ensure the efficient 
operation of the Rule, As a further mechanism for 
accommodating active exchange markets, the 
Commission also added the Unusual Market Exception 
in the 1977 Proposal. However, because the 
Commission believed that quotation information would 
be more useful if these exceptions were not provided, it 
specifically requested comment in the 1977 Release on 
the ‘‘feasibility of requiring bids and offers made 
available pursuant to the Rule to be firm under all 
circumstances (unless a revised bid or offer had been 
communicated to the relevant exchange or association 
prior to the receipt of an order).’’*° 


The Commission has concluded that the Three Minute 
Exception is not necessary to assure effective operation 
of the Rule because the exceptions for revised 
quotations and unusual market conditions should be 
adequate to accommodate even very active exchange 
markets3' Accordingly, since quotation information not 





304977 Release, supra note 13, at 25, 42 FR 32418, 
32421. 


3'The comment letters of the Boston and Philadelphia 
Stock Exchanges and the NASD favored elimination of 
the Three Minute Exception. Additionally, two New 
York Stock Exchange, Inc. (‘‘NYSE’’) specialists stated 
at the pubiic hearings held in connection with the 
Off-Board Proceeding that the Three Minute Exception 
was not necessary to permit them to comply with the 


subject to such an exception will, in our view, be more 
reliable and may therefore be of greater benefit to 
brokers and dealers in their order routing decisions, the 
Commission has adopted Rule 11Ac1-1 without the 
Three Minute Exception.*2 


Under the Rule as adopted, bids, offers and quotation 
sizes are required to be firm subject only to exceptions 
for revised quotations and unusual or active market 
conditions. The exception for revised quotations has 
been altered slightly to prevent a responsible broker or 
dealer from being required to execute more than one 
order on ite basis of his published bid or published 
offer, a possibility which would have been precluded by 
the Three Minute Exception. Thus, under the Rule as 
adopted, a responsible broker or dealer would be 
relieved of his obligation to effect transactions at his 
published bid or published offer if, (i) before an order is 
presented for execution, he has communicated to his 
exchange or association a revised bid or offer 
superseding his published bid or offer (a ‘‘revised bid 
or offer’) or, (ii) at the time an order is presented, he is 
in the process of effecting a transaction in that 
security,*> and, immediately after the completion of 
such transaction, he communicates a revised bid or 
offer to his exchange or association In these 
circumstances, the responsible broker or dealer will be 
obliged to effect a transaction at his revised bid or offer 
if the broker or dealer presenting the order so requests. 





Rule. See Official Transcript of Proceedings Before the 
Securities and Exchange Commission, File No. 4-180, 
In the Matter of Off-Board Trading Rules at 397-398 
and 599. Furthermore, officials of the NYSE and Pacific 
Stock Exchange, Incorporated (‘‘PSE’’), which had 
initially advocated the Exception, have informally 
confirmed that those exchanges no longer felt the 
Exception was necessary. See Memorandum of 
Telephone Conversations in File $7-648. 


32The Rule has also been revised to delete those 
provisions limiting the Three Minute Exception when 
two or more responsible brokers or dealers on an 
exchange had published bids or published offers at the 
same price. See 1977 Proposal, paragraph (c)(4). 


334 responsible broker or dealer should be deemed to 
be in the process of effecting « transaction from the 
moment an order is presented to him for execution until 
the completion of communication of all information 
necessary to complete the transaction. 


*Rule 11Act-1(c)(3)(ii). 
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A responsible broker or dealer will also be permitted to 
revise his published quotation size at any time prior to 
the presentation of an order or, if he is in the process of 
effecting a transaction in that reported security at the 
time an order is presented, immediately after com- 
completion of the transaction*> In that event, the 
responsible broker or dealer will be obliged to execute a 
transaction in any amount requested by the broker or 
dealer presenting the order up to the responsible 
broker or dealer’s revised quotation size. 


B. Technical Changes 


In addition to the changes discussed above, the 
Commission has made several drafting and technical 
changes in the Rule: 


1. The 1977 Proposal provided an exception from the 
collection and dissemination requirements imposed on 
exchanges and associations for any bid or offer which 
was executed immediately after communication and 
any bid or offer communicated by a responsible broker 
or dealer (other than an exchange specialist) which was 
cancelled or withdrawn if not executed immediately 
after communication2® Commentators argued that the 
1977 Proposal treated exchange market makers differ- 
ently from third market makers (by requiring an 
exchange to collect an exchange market maker’s bid or 
offer which was cancelled or withdrawn if not executed 
immediately after communication) and urged that the 
Commission extend this exception to exchange market 
makers. Because the bids and offers of any market 
maker may be characterized as cancelled or withdrawn 
if not accepted immediately after communication, the 
Commission has concluded that, to avoid possible 
circumvention of the Rule and to provide uniformity of 
treatment between exchange specialists and third 
market makers, the part of the exception which would 
have permitted an exchange or association to exclude 
from collection bids or offers which were cancelled or 
withdrawn if not executed immediately after 
communication should not be available either to third 
market makers or exchange specialists?’ This 
determination is consistent with the Commission’s 
intent in providing this exception for ‘‘ephemeral’’ 
quotation in the 1977 Proposal; that is, that the Rule as 
adopted reflects the fact that certain non-specialist 





3>Rule 11Act-1(c)(3)(i). 


361977 Proposal, paragraph (b)(2). 


37See Rule 11Ac1-1(b)(2). 


20/SEC DOCKET 


participants in exchange ‘‘crowds’’ make bids and 
offers which, while narrowing the exchange quotation 
for an instant in time, never in fact become part of the 
quoted market on the exchange because they are 
withdrawn immediately if not accepted. 


2. The Rule has been revised to explicitly state that an 
association is required to make available to vendors the 
identity of each responsible broker or dealer whose 
quotations are being made available by that 
association=® This change in the Rule is necessary to 
assure that vendors receive sufficient information to 
enable their subscribers to respond to third market 
quotations in appropriate circumstances. 


3. Under the 1977 Proposal, the Unusual Market 
Exception would have provided an exception to the 
firmness provisions of the Rule upon notification of 
certain ‘‘specified persons,’’ including the Com- 
mission. In order to expedite notification procedures, 
the Rule has been revised to omit notification to the 
Commission although notice must still be provided to 
each quotation vendor, the processor of the 
consolidated system and, in the case of a security 
underlying exchange traded options, the processor for 
the Options Price Reporting Authority? 


4. The Rule will become effective on May 1, 19784° 
This effective date should provide sufficient time for 
exchanges and associations to file the necessary rule 
proposals with the Commission and to modify their 
quotation collection and dissemination procedures in 
accordance with the Rule. Furthermore, it will provide 
additional time to vendors to modify their information 
systems to accommodate the display of quotation 
information (including sizes) from the various market 
centers. 


Hl. Additional Issues 


The Commission has also considered a number of other 
issues raised by commentators. 


A. Mandatory Participation 


Both the 1976 and 1977 Proposals contemplated that 
each exchange would be required to collect and 





38Rule 11Ac1-1(b)(1)(ii). 
Rile 11Act1-1(a)(15). 


“Rule 11Ac1-1(e). 





disseminate quotations in every reported security listed 
or admitted to unlisted trading privileges on the 
exchange and that each association would be required 
to collect and disseminate quotations in every reported 
security in which one of its members was acting as a 
third market maker. In turn, each exchange specialist 
and third market maker would have been required to 
promptly communicate to his exchange or association 
quotations representing a continuous two-sided 
market. In response to both Proposals, the Commission 
received comments which questioned whether the Rule 
should mandate participation by each exchange and 
third market maker (as opposed to permitting such 
participation on a voluntary basis), particularly in an 
environment in which (i) brokers could not 
automatically execute against pubfished bids or offers, 
(ii) there was no Commission rule requiring brokers to 
route orders to the market displaying the best 
published bid or offer, and (iii) there was no 
requirement that vendors display quotations from every 
market center. ~ 


Some comment&tors. argued that competitive forces 
should be the sa@ie factor motivating brokers or dealers 
to make available firm quotations to vendors. These 
commentators cited the NASD’s experience with 
NASDAQ, which provides for voluntary participation by 
over-the-counter market. makers, as an example of a 
successful quotation system deriving exclusively from 
competitive forces. Other commentators asserted that, 
in the current market environment, there would be no 
economic benefit to be derived from communication of 
quotations in accordance with the Rule because orders 
would not be routed on the basis of displayed 
quotations. Therefore, according to one commentator, 
the adoption of a rule which required participation by 
all third market makers would be ‘‘anti-competitive”’ 
because it would impose greater burdens on smaller 
market centers which cannot spread the costs of 
providing quotations over a large order flow and cannot 
charge vendors or subscribers for quotation informa- 
tion as is done by certain larger self-regulatory 
organizations‘? Thus, it was argued, particularly in the 
absence of increased order flow which might be derived 
from communication of quotations, a mandatory rule 





“Additionally, the 1977 Proposal would have required 
an exchange under certain circumstances to collect bids 
and offers of other brokers and dealers in the ‘‘crowd’’ 


“2For example, both the NYSE and American Stock 
Exchange currently impose direct charges on vendor 
subscribers for receipt of quotation information from 
their exchanges. 


would act as a ‘‘barrier to new market makers’’ and 
would be a disincentive to existing third market 
makers. Finally, it was suggested that, if the 
Commission adopted a rule mandating the dissemina- 
tion of quotations, the information made available 
pursuant to the Rule would not be as accurate (and 
hence as useful) as the information which would be 
disseminated pursuant to a voluntary rule. 


The NMAB supported the view that the Rule should not 
require participation by all market centers: 


Contrary to the requirement contained in 
proposed Rule 11Ac1-1, the Board is of the 
view that requiring market makers to 
include their quotations in the [composite 
quotation system] might impose equipment 
and personnel costs that would discourage 
many broker-dealers from making markets. 
The Board believes it likely that broker- 
dealers which make markets in a significant 
number of securities would enter quotations 
into the system for at least some of the 
securities in which they make markets, and 
that the degree to which market makers 
entered quotations into the system wouid 
depend on the degree to which the system 
was used in directing order flow. If the 
system did not influence the direction of 
order flow, it would seem unfair to require 
market makers to make expenditures that 
were unlikely to have any business 
purpose? 


In reaching its decision to adopt Rule 11Ac1-1 1a a forni 
requiring dissemination of quotations for reported 
securities from all market centers, the Commission has 
carefully reviewed both the views of commentators who 
favor modification of the Rule to permit voluntary 
dissemination of quotations and the legislative history 
of Section 11A of the Act (particularly with respect to, 
among other things, Congressional expectations 
concerning a composite quotation system) “4 





‘SNMAB Report, supra note 29, at 17. 


*4Section 11(A)(a) of the Act [15 U.S.C. 78k-1(a)] 
derives from S. 249, the Senate version of the bill which 
was ultimately enacted as the Securities Acts Amend- 
ments of 1975 (the ‘‘1975 Amendments’’). See Comm. 
of Conference, Report to Accompany S.249, H.R. Rep. 
No. 94-229, 94th Cong., 1st Sess. 92 (1975). The Senate 
report accompanying S. 249 indicates that the bill con- 
solidates five prior bills (including S. 2519, a bill 
(continued on following page) 
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The Commission recognizes the legitimate concerns of 
some commentators concerning the costs of compliance 
with Rule 11Ac1-1 and the possibility that a composite 
quotation system may not exert a controlling influence 





(continued from preceding page) 

containing provisions relating to the development of a 
national market system which was approved by the 
Senate in the 93rd Congress) and that the genesis of the 
legislation was the Securities Industry Study Report of 
the Subcommittee on Securities of the Senate 
Committee on Banking, Housing and Urban Affairs. 
Subcomm. on Securities of the Senate Comm. on 
Banking, Housing and Urban Affairs, Report to 
Accompany S. 249, S. Rep. No. 94-75, 94th Cong., 1st 
Sess. 1 (1975) (the ‘‘Senate Report’’). See Subcomm. 
on Securities of the Senate Comm. on Banking, 
Housing and Urban Affairs, Securities Industry Study, 
S. Doc. No. 93-13, 93rd Cong., 1st Sess. (1973) (the 
‘*Senate Securities Industry Study’’). The Senate report 
accompanying S. 2519 and the Senate Securities 
Industry Study indicate a clear Congressional under- 
standing that the Commission would use its powers to 
establish a comprehensive composite quotation system, 
including quotations from all market centers. The 
report accompanying S. 2519 indicates that one of the 
communications facilities which was not then in 
existence and which the bill was designed to give the 
Commission authority to mandate was a ‘‘system 
through which all current quotes for listed securities 
can be seen on any single unit on a comparable basis.”’ 
Senate Comm. on Banking, Housing and Urban Affairs, 
Report to Accompany S. 2519, S. Rep. No. 93-865, 93rd 
Cong., 2d Sess., 5-6 (1974) (emphasis added). The 
Senate Securities Industry Study also indicates that 
there was ‘‘no system through which all current quotes 
can be seen on a comparable basis....’’ Senate 
Securities Industry Study at 97 (emphasis added). 


In addition, the Senate Subcommittee was aware and 
noted in the Senate Securities Industry Study that the 
Commission had recently proposed Rule 17a-14 under 
the Act which would have required all exchanges and 
the NASD to make available quotations to vendors on a 
current and continuing basis. Id. at 101; see note 2 
supra. In addition to its recognition of proposed Rule 
17a-14, the Senate also cited in its Securities Industry 
Study the Commission’s Policy Statement on the 
Structure of a Central Market System, Securities 
Exchange Act Release No. 10076 (March 29, 1973) (the 
‘*Policy Statement’’). In the Policy Statement and 
earlier in the Future Structure Statement, the 
Commission specifically described the emerging 
‘‘central market system’’ as envisioning the 
‘‘disclosure of quotations from all markets.’’ Future 
Structure Statement, supra note 1, at 8-9, 37 FR 5286, 
5287 (emphasis added). See Policy Statement at 11, 15, 
26 and 48. 
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on brokers’ order routing decisions under current cir- 
cumstances. Although the Commission cannot predict 
with certainty the effect quotation information dis- 
seminated pursuant to the Rule will have on brokers’ 
decisions as to which of the several markets should be 
selected for execution of their customers’ orders, the 
Commission’s expectations are that implementation of 
Rule 11Ac1-1, and the resultant general availability of 
relatively ‘‘firm’’ quotations and quotation sizes for 
reported securities, will have a favorable impact on 
brokers’ order routing decisions and upon the changing 
nature or brokers’ agency obligations to their cus- 
tomers. These expectations, however, do not constitute 
the sole basis for the Commission’s decision to adopt 
Rule 11Ac1-1 in a form requiring participation by all 
market centers. Rather, the Commission considers the 
adoption of Rule 11Ac1-1 in this form as an appropriate 
step in facilitating the integration of all markets into a 
national market system, including assuring ‘‘the 
availability to brokers, dealers and investors of 
information with respect to quotations for 
securities’ and ‘‘the practicability of brokers executing 
investors’ orders in the best market.’’* 





“See Section 11A((a)(1)(C)(iii) and (iv) of the Act 
[15 U.S.C. 78k-1(a)(1)(C)(iii) and (iv)]. The language 
and legislative history of the 1975 Amendments 
indicate a clear Congressional determination that a 
comprehensive composite quotation system is an 
essential element of the emerging national market 
system and that Congress contemplated an active Com- 
mission role in its development. For example, the 
Senate Subcommittee on Securities stated in the Senate 
Report as follows: 


In the securities markets, as in most other 
active markets, it is critical for those who 
trade to have access to accurate, up-to-the- 
second information as to the prices at which 
transactions in particular securities are 
taking place (i.e., !ast sale reports) and the 
prices at which other traders have expressed 
their willingness to buy and sell (i.e., 
quotations). For this reason, communica- 
tions systems designed to provide auto- 
mated dissemination of last sale and quota- 
tion information will form the heart of the 
national market system. 


Senate Report, supra note 44, at 9. See Subcomm. on 
Commerce and Finance of the House Comm. on Inter- 
state and Foreign Commerce, Securities Industry 
Study, H.R. Rep. No. 92-1519, 92nd Cong., 2d Sess. 
123-25 (1972); Senate Securities Industry Study, supra 
note 44, at 101-104. 





Thus, the Commission is convinced that the availability 
of ‘‘firm’’ quotations for reported securities, with size, 
from all market centers, is of considerable value to the 
markets generally and to participants in those markets, 
especia!ly in the context of an evolving national market 
system.“© Moreover, quite apart from the general 
importance of quotation information to be disseminated 
pursuant to the Rule, the Commission believes that the 
adoption of the Rule in a form requiring participation by 
all market centers should spur brokers to make greater 
efforts to achieve best execution of their customers’ 
orders and should foster increased competition in 
market making. Finally, the Commission is concerned 
that the failure to ensure the availability of quotation 
information from all market centers could jeopardize 
efforts to perfect the functioning of a composite 
quotation system. Such a failure also could distort the 
Commission’s and the securities industry’s perception 
of that system’s impact on the behavior of market 
professionals and of the precise nature of those 
additional steps which must be taken, building upon 
experience with use of a composite quotation system, to 
perfect the mechanisms of a national market system. 


Although the Commission is aware that the cost 
burdens associated with compliance with the Rule 
(particularly the expenses associated with providing 
quotation information on a continuous basis) may be 
greater for some persons subject to the Rule than for 
others, these differences are, in large part, a direct 
function of the differing ways in which persons subject 
to the Rule have elected to conduct their businesses. In 
any event, the Commission has determined that those 
costs must be borne in order to advance the important 
purposes of the Act to be served by collecting and 
disseminating ‘‘firm’’ quotation information from all 
market centers. 


The Commission believes that, until there has been 
some experience with a comprehensive composite 
quotation system, it is not possible to determine the 
precise impact which that system will have on order 
flow or upon the competitive opportunities and burdens 
which will be encountered by various market centers. 
The Commission is satisfied that the important 
purposes of the Act will be served by collecting and 
disseminating ‘‘firm’’ quotation information from all 
market centers and, accordingly, it is reluctant to 
sacrifice that opportunity because of a concern that 





Similarly, in adopting Rule 17a-15 under the Act, the 
Commission was convinced of the value of providing 
comprehensive last sale information from all market 
centers. The Commission believes that quotation in- 
formation will prove to be of at least equal value. 


some market centers might suffer a cost or competitive 
disadvantage. The Commission recognizes, however, 
that this concern is a real one and that some markets 
and market makers, particularly third market makers, 
may be subjected to cost burdens which are 
substantially disproportionate to the competitive 
benefits which they will obtain. Therefore, upon an 
appropriate showing, the Commission will be prepared 
to consider granting an exemption from the provisions 
of the Rule requiring the dissemination of quotation 
information so as to relieve unjustified burdens in a 
manner consistent with the purposes of the Act. 


The Commission is aware that some persons required 
to provide quotations for dissemination pursuant to the 
Rule may be tempted to avoid the Rule’s requirements 
by disseminating bid and asked prices which are a 
minimal increment ‘‘away’’ from, for example, the best 
published bid or offer, or from the published bid or 
published offer of the ‘‘primary’’ market, while quoting 
a more competitive market orally in response to 
inquiry. In this regard, it should be understood that the 
definitions of the terms ‘‘bid’’ and ‘‘offer’’ in the Rule 
require that the actual bid and asked prices at which a 
responsible broker or dealer is willing to effect 
transactions in reported securities from time to time 
be communicated to its exchange or association. The 
Commission believes that if a market maker 
continuously communicates quotations which do not 
reflect its actual market, that activity would constitute a 
violation of Rule 11Ac1-1 and the issuance of fictitious 
quotations within the meaning of Scetion 15(c)(2) of the 
Act4’ 


B. Best Execution 


A number of commentators stated that, in their 
opinion, the adoption of Rule 11Aci-1 would not 
significantly change brokers’ order routing decisions 
unless the Commission also adopted a ‘‘best 
execution’’ rule. One commentator felt that such a rule 
should be general in nature, merely clarifying a 
broker’s responsibilities as they exist today, and would 
exist after the adoption of Rule 11Ac1-1, while others 
appeared a be advocating a more specific rule which 
would require brokers to route orders to the market 
center dispiaying the best quotation. 


The Commission does not believe it is appropriate, at 
this time, to promulgate a ‘‘best execution’’ rule. It has 
reached this conclusion because it does not believe it is 
reasonable, given the present structure of the securities 





‘7Rule 11Ac1-1(d). See discussion at 49-50, infra. 
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markets, and presently available trading mechanisms, 
to require brokers under all circumstances to route their 
customers’ orders to the market displaying the best 
quotation. However, since the Commission believes 
that adoption of Rule 11Ac1-1 will significantly improve 
the quality of quotation information available from all 
markets and market makers, the Commission expects 
brokers to give careful consideraton to that information 
in making their order routing decisions. Because the 
Commission believes that a broker’s existing fiduciary 
duty to his customer requires that he take cognizance of 
quotation information available through a composite 
quotation system in seeking best execution of his 
customer’s order, it is not clear at this time that a more 
definitive Commission rule prescribing best execution 
standards is necessary to ensure adherence to 
appropriate principles of agency conduct by brokers. 


C. Vendor Requirements 


Several commentators suggested that the Commission 
impose specific obligations on quotation vendors to 
display quotations from all market centers. The 
Commission agrees with these commentators that the 
general availability of quotation information from all 
markets and market makers by such vendors is a 
necessary prerequisite to the use of that information 
and is essential to the successful operation of the Rule. 
However, the Commission believes that adequate 
dissemination of quotation information will be achieved 
without specific vendor requirements formulated by the 
Commission. For example, it appears that prior to the 
effective date of the Rule at least one securities 
information system will be providing a montage or 
quotations (including sizes) from all market centers in all 
multiply-traded reported securities. Additionally, the 
Commission believes that competitive pressures will 
assure that each of the other vendors will 
eventually implement similar services or, at least, a 
best bid and asked display. Tne Commission will 
continue to monitor vendor progress in providing 
quotation information in a comprehensive and 
non-discriminatory manner and will reconsider its 
decision not to impose specific obligations on vendors if 
competitive pressures do not assure adequate 
dissemination and display of this information® 





“Sin this regard, the Commission notes that it expects 
that quotations will be displayed on a non-discrimina- 
tory basis (i.e., from all market centers) and that access 
to composite quotations will be provided in a manner 
which will allow recall of these quotations as readily as 
quotations from a single market. For example, if the 
consolidated system stock symbol and a single request 
key are utilized to obtain quotations from a particular 
market center, consolidated quotations must be avail- 
able by use of the consolidated symbol and a single 
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D. Multiple Market Makers 


Although most commentators expressed agreement 
with the firmness provisions of the Rule, two 
commentators suggested that this aspect of the Rule 
had certain anticompetitive effects. These commenta- 
tors argued that the competing market maker system, 
as employed on the Chicago Board Options Exchange, 
Inc. and the ontions trading floors of the Midwest Stock 
Exchange, Inc. and PSE, may be a prototype of the 
enhanced competitive environment envisioned by 
Congress in the passage of the 1975 Amendments “and 
that a firm quotation rule would be unworkable in such 
an environment. Therefore, they argued that the 
adoption of Rule 11Ac1-1 would become an obstacle to 
other exchanges adopting such a competitive market 
maker system, and, in any event, that the Commission 
would have to exempt exchanges using this system 
from the operation of the Rule. 


The Commission recognizes that compliance with Rule 
11Ac1-1 may be more difficult in a multiple market 
maker exchange environment; however, no exchange 
currently utilizes such a system generally for trading in 
reported securities. Accordingly, it is not necessary at 
this time to consider modifying Rule 11Ac1-1 or altering 


its basic approach to collection of quotation information’ 


to take into account muitiple market making in reported 
securities. However, the Commission wishes to clearly 
State its intent that the adoption of Rule 11Ac1-1 should 
not discourage competition among market makers and 
its commitment to give further consideration to the 
kinds of theoretical problems mentioned above should 
circumstances require further action to accommodate a 
large number of market makers on a single exchange 
floor 


E. Suitability 


Several commentators responded to an express request 
for comment made in a footnote to the 1977 Release 
regarding the applicability of standards of suitability 
and diligence.° The Commission confirmed in the 





request key. In addition to the display of quotations and 
quotation sizes based upon information from all market 
centers, the Commission expects that vendors will also 
indicate to users when these quotations are not firm 
due to the Unusual Market Exception. 


“Both commentators noted, however, that Rule 
11Ac1-1 as proposed would not be applicable to options 
trading. Rule 11Ac1-1 as adopted is not applicable to 
quotations in exchange-traded options. 


5°1977 Release, supra note 13, at 14.n. 16, 42 FR 32418, 
32419. 


~ 





footnote that the firmness provisions of the Rule (which 
would require a responsible broker or dealer to deal 
directly with any person belonging to a category of 
persons with which such broker or dealer customarily 
deals) were not intended to supersede or contravene 
rules governing suitability and diligency as to customer 
accounts.°' One commentator felt that this qualification 
of the firmness requirement would be more 
appropriately contained in the Rule, not in a footnote in 
a release. Another commentator questioned the 
applicability of suitability and customer diligence rules 
to several hypothetical situations and also expressed its 
view that the Rule should not require a responsible 
broker or dealer to transact business with another 
broker or dealer regardless of such responsible broker 
or dealer’s judgment as to the financial integrity of the 
other broker or dealer and his ability to deal in the size 
of the transaction in question. 


The Commission continues to believe that the asserted 
concern that Rule 11Ac1-1 will force responsible 
brokers and dealers to transact business with 
financially unsound brokers or dealers has not been 
demonstrated to be a sufficient reason to amend the 
Rule. If such loss occurs, it would generally be limited 
to a risk of market loss for a short period of time. The 
infrequency and limited nature of such losses does not 
warrant the inclusion of a general exception to the 
firmness requirement of the Rule. 


With respect to other persons who belong to a category 
of persons with whom a responsible broker or dealer 
customarily deals (and, therefore, who are entitled to 
require a responsible broker or dealer to effect a 
transaction at his published bid or published offer), the 
Commission notes that the phrase ‘‘customarily deals’’ 
connotes, among other things, that a responsible 
broker or dealer should not engage in a transaction with 
a customer when the broker’s fiduciary responsibility, 
including principles of suitability and other obligations 
imposed on such brokers by law, would otherwise 
prohibit such a transaction. 


F. Errors 


One commentator noted that the 1977 Proposal would 
relieve a responsible broker or dealer from his firmness 
obligations if his published bid or offer as displayed by 
vendors was not the same as the bid or offer com- 
municated by the responsible broker or dealer to his 
exchange or association due to some error in collection, 
transmission or display. This commentator stated that a 
responsible broker or dealer should also be relieved of 





"See, e.g., Article Ill, Sec. 2 of the Rules of Fair 
Practice of the NASD and Rule 405 of the NYSE. 


firmness obligations when he has communicated an 
erroneous quotation to his exchange or association. 


The Commission believes that responsible brokers and 
dealers should be held accountable for their own errors 
in order (i) to create incentive on the part of responsible 
brokers and dealers to accurately communicate their 
quotations and (ii) to avoid ‘‘backing away’’ by 
responsible brokers and dealers under the guise of 
erroneous quotations. Accordingly, the Rule has not 
been altered to provide a firmness exception for 
responsible brokers or dealers communicating 
erroneous quotations. 


G. Fees 


The Commission has again®? received comments 
concerning the rights of exchanges and associations to 
charge vendors directiy for receipt of quotation 
information and to impose certain contractual obliga- 
tions on vendors. Rule 11Ac1-1 is not intended to define 
or recognize the right of an exchange or association to 
charge vendors for the receipt of quotation information; 
the Commission has not to date addressed that issue. 
The Commission notes that, under Section 11A(c)(1)(C) 
of the Act [15 U.S.C. 78k-1(c)(1)(C)], it continues to 
have authority to adopt rules and regulations designed 
to assure that all securities information processors may 
obtain quotation information from any exchange or 
association (or any executive processor) on fair and 
reasonable terms. The Commission expects that the 
vendors and self-regulatory organizations will resolve 
these matters satisfactorily without Commission 
intervention prior to the effective date of the Rule. 
However, the Commission will monitor the progress of 
these discussions to assure that compliance with the. 
Rule and the other provisions of the Act are achieved 
and will take appropriate action if necessary. 


H. Unusual Market Exception 


Only one commentator addressed the operation of the 
Unusual Market Exception and suggested that this 
exception commence upon a determination that 
unusual conditions exist, not at the time specified 
persons are notified. In addition, this commentator felt 
the Rule’s requirement that such determination be 





52The Commission received similar comments in 
response to the 1976 Proposal and deleted a paragraph 
in that Proposal which would have permitted the im- 
position of fair and reasonable fees for use of quotation 
information. 1976 Proposal, paragraph (b)(3). See 1977 
Release, supra note 13, at 21, 42 FR 32418, 32420. 
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made pursuant to rules approved by the Commission 
would not allow exchange officials sufficient discretion 
in utilizing the exception. Although the circumstances 
which justify the determination that unusual conditions 
exist would appear to impose burdens on responsible 
brokers and dealers from the moment these 
circumstances arise and, therefore, responsible brokers 
and dealers would be required to satisfy orders based 
upon quotations which may not be accurate or up to 
date from that time until completion of the notification 
procedure, the Commission believes that such a limited 
burden is necessary to assure prompt notification to the 
specified persons. The Commission has also revised the 
Rule to omit notification to the Commission, thereby 
expediting the notification process.** Moreover, during 
the period prior to notification it is unlikely that 
responsible brokers or dealers will be required to 
satisfy orders on the basis of their published bids or 
offers because the exception for revised quotations 
should assure that a responsibie broker or dealer is not 
obliged to effect a transaction at a price which does not 
reflect the current market. In addition, if the Unusual 
Market Exception were to become operative prior to 
notification to vendors, disp!2yed quotations would be 
misleading during such interim period. 


The Commission believes it is necessary that exchange 
procedures utilized in making a determination that 
unusual market conditions exist be filed with the 
Commission under Section 19(b) of the Act to assure 
some uniformity between the various exchanges and to 
assure that the factors to be considered in reaching 
these determinations are consistent with the 
Commission’s intent in providing the exception. 


|. Cost/Benefit Analysis 


In response to the 1976 Proposal, the Council on Wage 
and Price Stability (the ‘‘Council’’) submitted a lengthy 
comment questioning the cost/benefit of a rule such as 
Rule 11Ac1-1 and urging the Commission not to adopt 
such arule in the absence of an analysis demonstrating 
that the benefits of the proposal would outweigh the 
costs associated with its implementation.®° In the 1977 





53$ee Rule 11Ac1-1(a)(15) and discussion supra at p. 24. 


See note 49 supra, in which the Commission has 
indicated that it expects that information furnished by 
quotation vendors will indicate when this exception is in 
effect. 


551977 Release, supra note 13, at 27, 42 FR 32418, 
32421. 
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Release, the Commission stated its consiusion that the 
projected benefits of the Rule, although difficult to 
quantify, outweighed the anticipated costs to 
exchanges, associations and market professionals.*® In 
addition, the Commission noted that affirmative 
Commission action in implementing a composite 
quotation system was justified by the overriding public 
interest in the widespread dissemination of quotation 
information and by the provisions of the Act directing 
the Commission to take action to facilitate the 
development of a national market system.*” 


In response to the 1977 Proposals, the Council has 
requested the Commission to consider its comments 
submitted in response to the 1976 Proposal as applicable 
to the 1977 Proposal. The Commission has again 
considered the comments of the Council and continues to 
believe that the benefits provided by the Rule, 
particularly its role in facilitating the establishment of a 
national market system, outweigh the costs associated 
with implementation of the Rule. As an integral step in 
accomplishing the statutory goal of the ‘‘linking of all 
markets . . . [to] foster efficiency, enhance competition, 

. . and contribute to best execution’’ of customers’ 
orders, the Rule is justified even in the absence of 
inherently speculative efforts to quantify the cost and 
value of certain improvements in the quality of informa- 
tion which will result. 


J. Miscellaneous Technical Comments 


1. One commentator felt that the Rule should contain 
further standards refining the definition of ‘‘third 
market maker.’’ The definition in the 1977 Proposal 
would have applied to any person who held himself out 
as willing to deal on a regular and continuous basis in 
amounts of less than block size. This commentator 
requested that the Commission provide standards for 
identifying those persons who are willing to deal on a 
regular and continuous basis and for determining 
“block size.’’ The definition of third market maker 
contained in the Rule is similar to the definition of 
‘‘market maker’’ contained in Section 3(a)(38) of the 





Sid. at 27-30, 42 FR 32418, 32421-22. 


57Comments of the Council on Wage and Price Stability 
on Eligible Securities, Dissemination of Quotations, 
October 6, 1976, in File No. S7-648. 


’Section 11A(a)(1)(D) of the Act [15 U.S.C. 78k-1(a)(1) 
(D)). 





Act [15 U.S.C. 78c(a)(38)], and should be sufficiently 
clear to identify persons acting in that capacity. Since 
the amount of securities which constitutes a ‘‘block’’ 
will vary from issue to issue, depending in part upon 
the trading characteristics of the issue (e.g., price, 
volume and liquidity), a specific definition of that term 
would appear to be unduly rigid. 


2. One commentator requested that the Commission 
further define the standards under which it would grant 
exemptions from the Rule. The exemptive provisions of 
the Rule are designed to exempt market centers which 
do not account for any significant trading in reported 
securities or which would suffer economic burdens 
which are not justified by the purpose of the Act,°° and 
to deal with other market structure developments® 


The Commission believes that a broad exemptive pro- 
vision is necessary to provide flexibility in those in- 
stances when application of the Rule would be in- 
appropriate. 


3. Another commentator has made a number of 
technical suggestions, most of which the Commission 
feels are beyond the intended scope of the Rule. In 
essence, this commentator suggested that the 
Commission mandate the specifications of communica- 
tion linkages between self-regulatory organizations and 
vendors and that the Commission require exchanges 
and associations to name an exclusive processor of 
quotations and make available quotations in a manner 
which will reduce stress on vendor computer hardware. 


When the Commission deferred further action on 
proposed Rule 17a-14 under the Act,®' which would 
have permitted exchanges and associations to file plans 
for the collection and dissemination of quotations, 
similar to the plan required to be filed under Rule 
17a-15 under the Act with respect to last sale reports, it 
determined that incustry forces should be allowed to 
create the means of collection, dissemination and dis- 
play of quotations without direct Commission action. 





See note 47 supra. 


For example, it may be necessary to use the ex- 
emptive provisions of the Rule to accommodate the 
Regional Market System employed on a pilot basis by 
the Boston, Cincinnati, Midwest and Pacific Stock Ex- 
changes in the event this system eventually reflects all 
buying and selling interest in those securities traded in 
the system at all participating exchanges. 


See Securities Exchange Act Release No. 11288 
(March 11, 1975) at 2, 40 FR 15015, 15016. 


The implication of this decision to defer action on Rule 
47a-14 was that, if the industry, after sufficient time, 
had not taken reasonable steps in creating appropriate 
procedures and facilities, the Commission would once 
again consider direct intervention. However, steps 
taken to date indicate that the exchanges, associations 
and vendors are responding to this challenge. The 
Commission believes that any arrangement between all 
of the various exchanges and associations leading to 
centralized processing, sequencing and validation of 
quotation information would be beneficial and it 
encourages the exchanges and associations to pursue 
such arrangements. With respect to technical specifica- 
tions governing the method of transmitting quotation 
information, the Commission believes that these 
matters should be addressed, at least initially, by the 
self-regulatory organizations and the vendors in 
keeping with the Commission’s prior determination to 
rely upon the private sector to implement mechanisms 
for collection, dissemination and display of quotation 
information. The Commission sees no apparent utility 
in mandating these specifications and is confident that 
the vendors and self-regulatory organizations will satis- 
factorily resolve any problems which might impede the 
successful development of a composite quotation 
system. 


IV. Statutory Basis and Competitive Considerations 


The Securities and Exchange Commission hereby 
adopts Rule 11Ac1-1 [17 CFR §240.11Ac1-1] pursuant 
to its authority under the Securities Exchange Act of 
1934 [15 U.S.C. 78a et seq., as amended by Pub. L. No. 
94-29 (June 4, 1975)], and particularly Sections 2, 3, 6, 
9, 10, 11A, 15, 15A, 17 and 23 thereof (15 U.S.C. 78b, 
78c, 78f, 78i, 78j, 78k-1, 780, 780-3, 78q and 78w). 


For the reasons expressed in this release, the Com- 
mission finds that the Rule does not impose any burden 
on competition which is neither necessary nor 
appropriate in furtherance of the purposes of the Act. 


The text of Rule 11Ac1-1 is as follows: 


§240.11Ac1-1 Dissemination of quotations for re- 
ported securities. 


(a) Definitions. For purposes of this section, 


(1) The term ‘‘third market maker’’ shall mean any 
broker or dealer who holds himself out as being willing 
to buy and sell a reported security for his own account 
on a regular and continuous basis otherwise than on a 
national securities exchange in amounts of less than 
block size (including any such broker or dealer who also 
represents, as agent, orders to buy or sell reported 
securities on behalf of any other person and com- 
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municates bids and offers to a national securities 
association (‘‘association’’) pursuant to this section on 
behalf of such other persons as well as for his own 
account). 


(2) The term ‘‘exchange market maker’’ shall mean 
any member of a national securities exchange 
(‘‘exchange’’) who is registered as a specialist or 
market maker pursuant to the rules and regulations of 
such exchange. 


(3) The term ‘‘responsible broker or dealer’’ shall 
mean 


(i) when used with respect to bids or offers 
communicated on the floor of an exchange, 
any member of such exchange who com- 
municates to another member on the floor of 
such exchange, at the location (or locations) 
designated by such exchange for trading ina 
reported security, a bid or offer for such 
reported security, as either principal or 
agent; provided, however, That, in the event 
two or more members of an exchange have 
communicated on the floor of such exchange 
bids or offers for a reported security at. the 
same price each such member shall be con- 
sidered a ‘‘responsible broker or dealer’’ 
with respect to that bid or offer, subject to 
the rules of priority and precedence then in 
effect on that exchange; and further 
provided That, with respect to a bid or offer 
which is transmitted from one member of an 
exchange to another such member who 
undertakes to represent such bid or offer on 
the floor of such exchange as agent, only the 
last such member who undertakes to 
represent such bid or offer as agent shall be 
considered the ‘‘responsible broker or 
dealer’’ with respect to that bid or offer; and 


(ii) when used with respect to bids and 
offers communicated by a third market 
maker to another broker or dealer or to a 
customer otherwise than on an exchange, 
the third market maker communicating the 
bid or offer (regardless of whether such bid 
or offer is for his own account or on behalf of 
another person). 


(4) 


The term ‘‘quotation vendor’’ shall mean any 
securities information processor engaged in the 
business of disseminating to brokers and dealers, on a 
real-time or current and continuing basis, bids and 
offers made available pursuant to this section, whether 
distributed through an electronic communications net- 
work or displayed on a terminal or other display device. 
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(5) The term ‘‘consolidated system’’ shall mean the 
consolidated transaction reporting system con- 
templated by §240.17a-15 (Rule 17a-15 under the Act). 


(6) The term ‘‘reported security’’ shall mean any 
equity security as to which last sale information is re- 
ported in the consolidated system. 


(7) The term ‘‘make available,’’ when used with 
respect to bids, offers, quotation sizes and aggregate 
quotation sizes supplied to quotation vendors by an 
exchange or association, shall mean to provide circuit 
connections at the premises of the exchange or 
association supplying such data, or at a common loca- 
tion determined by mutual agreement of the exchanges 
and associations, for the delivery of such data to 
quotation vendors. 


(8) The terms ‘‘bid’’ and ‘‘offer’’ shall mean the bid 
price or the offer price most recently communicated by 
an exchange member or third market maker to any 
broker or dealer, or to any customer, at which he is 
willing to buy or sell a particular amount of a reported 
security, as either principal or agent, but shall not 
include indications of interest. 


(9) Theterms ‘‘published bid’’ and ‘‘published offer’’ 
shall mean the bid or offer (as the case may be) of a 
responsible broker or dealer for a reported security 
communicated by him to his exchange or association 
pursuant to this section and displayed by a quotation 
vendor on a terminal or other display device at the time 
an order is presented for execution to such responsible 
broker or dealer. 


(10) The term ‘‘quotation size,’’ when used with 
respect to a responsible broker’s or dealer’s bid or offer 
for a reported security, shall mean (i) the number of 
shares (or units of trading) of that reported security 
which such responsible broker or dealer has specified, 
for purposes of dissemination to quotation vendors, 
that he is willing to buy at the bid price or sell at the 
offer price comprising his bid or offer, as either 
principal or agent, or (ii) in the event such responsible 
broker or dealer has not so specified, a normal unit of 
trading for that reported security. 


(11) The term ‘‘published quotation size’’ shall mean 
the quotation size of a responsible broker or dealer 
communicated by him to his exchange or association 
pursuant to this section and displayed by a quotation 
vendor on a terminal or other display device at the time 
an order is presented for execution to such responsible 
broker or dealer. 


(12) The term ‘‘aggregate quotation size’’ shall mean 
the sum of the quotation sizes of all responsible brokers 
or dealers who have communicated on the floor of an 





exchange bids or offers for a reported security at the 
same price. 


(13) The term ‘‘published aggregate quotation size’ 
shail mean the aggregate quotation size calculated by 
an exchange and displayed by a quotation vendor on a 
terminal or other display device at the time an order is 
presented for execution to a responsible broker or 
dealer. 


(14) The term ‘‘odd-lot’’ shall mean an order for the 
purchase or sale of a reported security in an amount 
less than a normal unit of trading. 


(15) The term ‘‘specified persons,’’ when used in 
connection with any notification required to be provided 
pursuant to paragraphs (b)(3)(i) and (b)(3)(ii) of this 
section, shall mean 


(i) each quotation vendor; 


(ii) the processor for the consolidated 
system; and 


(iii) the processor for the Options Price Re- 
porting Authority (in the case of a notifica- 
tion with respect to a reported security 
which is a class of securities underlying 
options admitted to trading on any 
exchange). 


[b] Dissemination requirements for exchanges and 
associations. 


(1) Every exchange and association shall establish 
and maintain procedures and mechanisms for collecting 
bids, offers, quotation sizes and aggregate quotation 
sizes from responsible brokers or dealers who are 
members of such exchange or association (as the case 
may be), processing such bids, offers and sizes, and 
making such bids, offers and sizes available to 
quotation vendors, as follows: 


(i) Every exchange shall, at all times such 
exchange is open for trading, collect, 
process and make available to quotation 
vendors the highest bid and the lowest offer 
communicated on the floor of that exchange 
(or, in the event such exchange maintains 
more than one trading floor, communicated 
on any of such floors) by any responsible 
broker or dealer (excluding any such bid or 
offer which is executed immediately after 
communication and any such bid or offer 
communicated by a responsible broker or 
dealer other than an exchange market 
maker which is cancelled or withdrawn if not 


executed immediately after communication) 
for each reported security listed or admitted 
to unlisted trading privileges on that ex- 
change except during any period when 
trading in that security has been suspended 
or halted, or prior to the commencement of 
trading in that security on any trading day, 
on that exchange; 


(ii) Every associatisn shall, at all times last 
sale information with respect to reported 
securities is reported in the consolidated 
system, collect, process and make available 
to quotation vendors the highest bid and 
lowest offer communicated otherwise than 
on the floor of an exchange by each member 
of such association acting in the capacity of a 
third market maker for a reported security 
and the identify of that member (excluding 
any such bid or offer which is executed 
immediately after communication), except 
during any period when over-the-counter 
trading in that security has been suspended; 
and 


(iii) Every bid and offer made available to 
quotation vendors by an exchange or 
association pursuant to this section shall be 
accompanied by the quotation size or the ag- 
gregate quotation size (as the case may be) 
associated with it. 


(2) Each exchange shail, with respect to each 
published bid and published offer representing a bid or 
offer of a member, establish and maintain procedures 
for ascertaining and disclosing to other members of that 
exchange, upon presentation of orders sought to be 
executed by them in reliance upon paragraph (c)(2) of 
this section, the identity of each responsible broker or 
dealer who made such bid or offer and the quotation 
size associated with it. 

(3)(i) If, at any time an exchange is open for trading, 
such exchange determines, pursuant to 
rules and regulations approved by the 
Securities and Exchange Commission 
pursuant to Section 19(b)(2) of the Act, that 

the level of trading activity or the existence 

of unusual market conditions is such that the 
exchange is incapable of collecting, pro- 
cessing and making available to quotation 
vendors the data with respect to a reported 
security required to be made available 
pursuant to paragraph (b)(1) of this section 

in a manner which accurately reflects the 
current state of the market on the floor of 
such exchange, such exchange shall im- 
mediately notify all specified persons of that 
determination. Upon such notification, 
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responsible brokers or dealers who are 
members of that exchange shall be relieved 
of their obligation under paragraph (c)(2) of 
this section and such exchange shall be 
relieved of its obligations under paragraphs 
(b)(1) and (2) of this section with respect to 
that security; provided, however, That such 
exchange shall continue, to the maximum 
extent practicable under the circumstances, 
to collect, process and make available to 
quotation vendors such data for that security 
in accordance with paragraph (b)(1) of this 
section. 


by another broker or dealer, or any other person 
belonging to a category of persons with whom such 
responsible broker or dealer customarily deals, at a 
price at least as favorable to such buyer or seller as the 
bid price or offer price comprising such responsible 
broker’s or dealer’s published bid or published offer 
(exclusive of any commission, commission equivalent 
or differential customarily charged by such responsible 
broker or dealer in connection with execution of any 
such order) in any amount up to his published quotation 
size. 


(3)(i) If, (A) prior to the presentation of an order for 


(ii) During any period an exchange, or any 
responsible broker or dealer who is a 
member of that exchange, is relieved of any 
obligation imposed by this section with 
respect to any reported security by virtue of 
a notification made pursuant to paragraph 
(b)(3)(i) of this section, such exchange shall 
monitor the activity or conditions which 
formed the basis for such notification and 
shall immediately renotify all specified 
persons when that exchange is once again 
capable of collecting, processing and 
making available to quotation vendors the 
data with respect to that security required to 
be made available pursuant to paragraph 
(b)(1) of this section in a manner which 
accurately reflects the current state of the 
market on the floor of such exchange. Upon 
such renotification, any exchange or 
responsible broker or dealer which had been 
relieved of any obligation imsosed by this 
‘section as a consequence of the prior 
notification shall again be subject to such 
obligation. 


(4) Nothing in this section shall preclude any ex- 
change or association from making available to 
quotation vendors indications of interest at any time or 
bids and offers with respect to a reported security at 
any time such exchange or association is not required to 
do so pursuant to paragraph (b)(1) of this section. 


(c) Obligations of responsible brokers and dealers. 


(1) Every responsible broker or dealer shall promptly 
communicate to his exchange or association (as the case 
may be), pursuant to procedures established by that 
exchange or association, his bids, offers and quotation 
sizes. 


(2) Subject to the provisions of paragraph (c)(3) of this 
section, every responsible broker or dealer shall be 
obligated to execute any order to buy or sell a reported 
security, other than an odd-lot order, presented to him 
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the purchase or sale of a reported security, a 
responsible broker or dealer has com- 
municated to his exchange or association (as 
the case may be), pursuant to paragraph 
(c)(1) of this section, a quotation size super- 
seding his published quotation size (a 
‘*revised quotation size’’), or, (B) at the time 
an order for the purchase or sale of a 
reported security is presented, a responsible 
broker or dealer is in the process of effecting 
a transaction in such reported security, and, 
immediately after the completion of such 
transaction, he communicates to his 
exchange or association (as the case may be) 
a revised quotation size, such responsible 
broker or dealer shall not be obligated by 
paragraph (c)(2) of this section to purchase 
or sell a reported security in an amount 
greater than such revised quotation size. 


(ii) No responsible broker or dealer shall 
be obligated to execute a transaction for any 
reported security as provided in paragraph 
(c)(2) of this section if, 


(A) before the order sought to be executed 
is presented, such responsible broker or 
dealer has communicated to his exchange or 
association (as the case may be) pursuant to 
paragraph (c)(1) of this section, a bid or offer 
superseding his published bid or published 
offer (a ‘‘revised bid or offer’’); or 


(B) at the time the order sought to be 
executed is presented, such responsible 
broker or dealer is in the process of effecting 
a transaction in such reported security, and, 
immediately after the completion of such 
transaction, such responsible broker or 
dealer communicates to his exchange or 
association (as the case may be) pursuant to 
paragraph (c)(1) of this section, a revised bid 
or offer; 


provided, however, That such responsible 
broker or dealer shall nonetheless be 





obligated to execute any such order in such 
reported security as provided in paragraph 
(c)(2) of this section at his revised bid or 
offer in any amount up to his published 
quotation size or revised quotation size (as 
the case may be). 


(d) Exemptions. 

The Commission may exempt from the provisions of 
this section, either unconditionally or on specified 
terms and conditions, any responsible broker or dealer, 
exchange, or association if the Commission determines 
that such exemption is consistent with the public 
interest, the protection of investors and the removal of 
impediments to and perfection of the mechanism of a 
national market system. 


(e) Effective Date. 
The effective date of this section shall be May 1, 1978. 


(Secs., 2, 3, 6, 9, 10, 15, 17, 23, Pub. L. No. 78-291, 48 
Stat. 881, 882, 885, 889, 891, 895, 897, 901, as amended 
by Secs. 2, 3, 4, 11, 14, 18, Pub. L. No. 94-29, 89 Stat. 
97, 104, 121, 137, 155 (15 U.S.C. 78b, 78c, 78f, 78i, 78), 
780, 78q, 78w, as amended by Pub. L. No. 94-29 (June 
4, 1975)); Sec. 1, Pub. L. No. 75-719, 52 Stat. 1070, as 
amended by Sec. 12, Pub. L. No. 94-29, 89 Stat. 127-131 
(15 U.S.C. 780-3, as amended by Pub. L. No. 94-29 (June 
4, 1975)); Sec. 7, Pub. L. No. 94-29, 89 Stat. 111 (15 
U.S.C. 78k-1)). 


By the Commission. 


George A. Fitzsimmons 
Secretary 


January 26, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14416/January 26, 1978 


DEVELOPMENT OF 
A NATIONAL MARKET SYSTEM 


AGENCY: Securities and Exchange Commission. 


ACTION: Notice of intent to engage in rulemaking. 


SUMMARY: The Commission sets forth its views as 
to those initiatives which it believes must be taken over 
the next year to facilitate the establishment of a 
national market system. In addition, the Commission 
gives notice of its intent to commence rulemaking, if 
necessary, to implement those initiatives. 


DATE: Not Applicable. 


ADDRESSES: Persons wishing to submit written 
views, data and arguments should file six copies there- 
of with George A. Fitzsimmons, Secretary, Securities 
and Exchange Commission, Room 892, 500 North 
Capitol Street, Washington, D.C. 20549. All sub- 
missions should refer to File No. S7-735 and will be 
available for public inspection at the Commission’s 
Public Reference Room, Room 6101, 1100 L Street 
N.W., Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: 


John W. Osborn, 

Division of Market Regulation, 
Securities and Exchange Commission, 
500 North Capitol Street, 
Washington, D.C. 20549 


(202) 755-8961 


SUPPLEMENTARY INFORMATION 


The purpose of this statement is to reiterate the Com- 
mission’s continuing commitment to achievement of a 
national market system for securities in accordance 
with the goals directed to be achieved by the Congress 
in the Securities Exchange Act of 1934 (the ‘‘Act’’),' as 
amended by the Securities Acts Amendments of 1975 
(the ‘‘1975 Amendments’’).2 The 1975 Amendments 
establish as a purpose of the Act the need ‘‘to remove 
impediments to and perfect the mechanism of a 
national market system for securities,’’? and direct the 
Commission to ‘‘facilitate the establishment’ of that 
system Specifically, Section 11A of the Act states that: 





'15 U.S.C. 78a et seq. 


2Pub. L. No. 94-29 (June 4, 1975). 


Section 2 of the Act [15 U.S.C. 78b]. 


*Section 11A(a)(2) of the Act [15 U.S.C. 78k-1(a)(2)]. 
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The Commission is directed . . . having due 
regard for the public interest, the protection 
of investors, and the maintenance of fair and 
orderly markets, to use its authority under 
[the Act] to facilitate the establishment of a 
national market system for securities (which 
may include subsystems for particular types 
of securities with unique trading character- 
istics) in accordance with the findings and to 
carry out the objectives set forth in 
paragraph (1) of [Section 11A(a)].° 


Section 11A(a)(1) of the Act states the Congressional 
findings that: 


(A) The securities markets are an important national 
asset which must be preserved and strengthened. 


(B) New data processing and communications tech- 
niques create the opportunity for more efficient and 
effective market operations. 


(C) Itis in the public interest and appropriate for the 
protection of investors and the maintenance of fair and 
orderly markets to assure— 


(i) economically efficient execution of 
securities transaction; 


(ii) fair competition among brokers and 
dealers, among exchange markets, and 
between exchange markets and markets 
other than exchange markets; 


(iii) the availability to brokers, dealers, 
and investors of information with respect to 
quotations for and transactions in securities; 


(iv) the practicability of brokers executing 
investors’ orders in the best market; and 


(v) an opportunity, consistent with the 
provisions of clauses (i) and (iv) of this sub- 
paragraph, for investors’ orders to be 
executed without the participation of a 
dealer. 


(D) The linking of all markets for qualified securities 
through communication and data processing facilities 
will foster efficiency, enhance competition, increase the 
information available to brokers, dealers and investors, 
facilitate the offsetting of investors’ orders, and con- 
tribute to best execution of such orders® 





Id. 


°Section 11A(a)(1) of the Act [15 U.S.C. 78k-1 (a)(1)]. 
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This statement sets forth, in summary form, the Com- 
mission’s views as to particular initiatives the Com- 
mission considers necessary to accelerate implementa- 
tion of a national market system meeting the Con- 
gressional findings and objectives stated above. It is 
intended to apprise the securities industry, the 
Congress and the public of those elements of a national 
market system which the Commission believes must be 
put in place in the immediate future if the idea of a 
national market system is to progress beyond the 
theoretical stage and become a functioning reality. 
During the next year, to the extent required, the Com- 
mission plans to issue further statements more fully 
analyzing the issues presented by each of those 
elements in connection with commencement of such 
rulemaking as the Commission may find necessary in 
order to assure that development of those elements 
proceeds in an orderly fashion. 


BACKGROUND 


The following abbreviated history of the development 
of the concept of a national market system is provided 
to place in perspective the particular initiatives an- 
nounced in this statement.’ 


The concept of a national market system was first 
articulated in the Commission’s letter of transmittal 
accompanying its Institutional Investor Study, sub- 
mitted to Congress on March 10, 1971.° There the 
Commission stated that 


[a] major goal and ideal of the securities 
market and the securities industry has been 
the creation of a strong central market 
system for securities of national importance, 
in which all buying and selling interest in 
these securities could participate and be re- 
presented under a competitive regime.? 





’The particular references to and quotations from prior 
Commission documents concerning a national market 
system and various Songressional documents forming 
part of the legislative history of the 1975 Amendments 
cited in the following text do not, of course, exhaust all 
source materials relevant to the issues discussed. 


* institutional Investor Study Report, H.R. Doc. No. 
92-64, 92d Cong., 1st Sess., pt. 1, at xxiv - xxv (March 
10, 1971) (‘‘Transmittal Letter’’). 


°ld. at xxiv. 





Following that statement, in October 1971, the Com- 
mission conducted hearings focused on the existing 
structure of the securities markets and ways of im- 
proving it." These hearings culminated in the issuance 
of the Commission’s Statement on the Future Structure 
of the Securities Markets (‘‘Future Structure 
Statement’’) on February 2, 1972."' 


In the Future Structure Statement, the Commission 
elaborated on the goals of a national market system and 
defined a central (national) market system as 


a system of communications by which the 
various elements of the marketplace, be 
they exchanges or over-the-counter mar- 
kets, are tied together. It also includes a set 
of rules governing the relationships which 
will prevail among market participants. '2 


The Future Structure Statement outlined a number of 
structural problems adversely affecting the securities 
markets and the Commission’s views as to appropriate 
resolution of those problems. The broad parameters of 
the market structure reforms the Commission proposed 
as remedies to those problems included: (i) im- 
plementation of a nationwide system for disclosure of 
market information designed to make price and volume 
information in all markets universally available; (ii) 
elimination of artificial impediments to dealing in the 
best available markets created by exchange rules or 
otherwise; (iii) establishment of terms and conditions 
upon which any qualified broker-dealer could negotiate 
access to all exchanges; and (iv) integration of third 
market firms and exchanges into a national market 
system, subjecting them to appropriate market 
responsibilities and other regulatory requirements 
commensurate with the benefits they would realize in 
such a system. 


The Commission did not in the Future Structure State- 
ment set forth a detailed plan for achievement of its 
market structure goals; rather, the Commission 





in the Matter of the Structure, Operation and 
Regulation of the Securities Markets, File No. 4-147. 


"SEC, Statement of the Securities and Exchange 
Commission on the Future Structure of the Securities 
Markets (1972), 37 FR 5286. 


121d. at 8, 37 FR at 5287. See also SEC, Policy Statement 
of the Securities and Exchange Commission on the 
Structure of a Central Market System 11 (1973) (‘‘Policy 
Statement’’). 


announced that it would establish three adviz ry 
committees to study and report to the Commission their 
views as to the optimum means of implementing the 
Commission’s policy objectives. Upon the completion of 
the work of the three advisory committees,” the Com- 
mission issued a Policy Statement on the Structure of a 
Ceniral Market System on March 29, 1973," in which it 
provided a more detailed statement of its policy 
objectives and a possible plan for implementing those 
objectives. 


The Policy Statement described how a consolidated 
transaction reporting system would cperate and what 
rules would be necessary to ensure that information 
disseminated through that system would not be mis- 
leading. The Policy Statement also elaborated on the 
need for a system disclosing all quotations in national 
market system securities on a cormprehensive basis, 
describing the manner in which such a system might 
function. Finally, the Policy Statement concluded that 
off-board trading rules of the various exchanges, 
particularly New York Stock Exchange, Inc. (‘‘NYSE’’) 
Rule 394 (now Rule 390), were incompatible with a 
national market system and would have to be rescinded 
at an appropriate time.'® 





'SThe three advisory committees were the Advisory 
Committee on Market Disclosure (‘‘Disclosure 
Committee’’), the Advisory Committee on a Central 
Market System (‘‘CMS Committee’’), and the Advisory 
Committee on Block Transactions (‘‘Block Commit- 
tee’). Reports were received from the Disclosure 
Committee on July 17 and November 21, 1972, from the 
CMS Committee on October 11, 1972, and March 6, 
1973, and from the Block Committee on August 7, 1972. 


“4See Policy Statement, supra note 12. 


"Sid. at 61-64, 67. Of course, a primary goal of a national 
market system is to capture and reflect all buying and 
selling interest in the securities traded in that system 
from moment to moment (thus exposing all buying 
interest to all selling interest) to the maximum extent 
possible so that all orders within the system can be 
satisfied in a manner consonant with the principles 
articulated by the Congress in Section 11A of the Act. 
Depending upon the ultimate configuration of the 
national market system, that result could be sought by 
imposition of a rule specifically confining trading in 
national market system securities to that system. The 
Commission believes that such a result could ensue in 
any event, however, as the aggreagte consequence of 
industry use of the various communications and other 
technological components of a national market system 
and adherence to a common body of trading rules and 
principles governing the transaction of business in 
securities included in that system. 


SEC DOCKET/33 





In addition to elaborating on the principles set forth in 
the Future structure Statement, the Commission’s 
Policy Statement articulated two new proposals to 
govern trading within a national market system: an 
auction trading rule, which would provide price priority 
protection for all public orders entered in a proposed 
central electronic repository, and a public preference 
rule, which would accord preferential treatment to 
public orders entered in the central electronic 
repository by preventing securities professionals acting 
as principal from competing for execution with such 
orders unless such professionals bettered public bids or 
offers entered in that system. 


THE SECURITIES ACTS AMENDMENTS OF 1975 


Concurrent with the Commission’s initial formulation of 
policies concerning development and implementation 
of a nationa! market system, the Congress initiated its 
own study of the competitive, legal and economic issues 
facing the securities markets, the securities industry 
and public investors in the 1970’s and beyond. Sub- 
committees of both Houses of Congress held extensive 
hearings on market structure questions and issued 
comprehensive reports setting forth their conclusions 
and recommendations.'"© These conclusions and 
recommendations formed the basis of legislative pro- 
posals which, after extensive hearings and comment, 
were enacted into law as the 1975 Amendments. 


As noted above, the 1975 Amendments contain an 
explicit statutory commitment to the establishment of a 
national market system. The legislative history of the 
1975 Amendments indicates a clear Congressional 
belief that development of a national market system is 
not only desirable but necessary. For example, the 
Senate Committee on Banking, Housing and Urban 
Affairs (the ‘‘Senate Committee’’) stated that 


[t]he rapid attainment of a national market 
system ... is important . . . to assure that 
the country maintains a strong, effective and 
efficient capital raising and capital 
allocating system in the years ahead." 





'’Subcomm. on Commerce and Finance of the House 
Comm. on Interstate and Foreign Commerce, 
Securities Industry Study, 92nd Cong., 2d Sess. 
117-130 (Comm. Print, 1972); Subcomm. on Securities 
of the Senate Comm. on Banking, Housing and Urban 
Affairs, Securities Industry Study, 93rd Cong., 1st 
Sess. 89-135 (Comm. Print, 1973) (‘‘Senate Study’’). 


"Senate Comm. on Banking, Housing and Urban 
Affairs, Report to Accompany S. 249, S. Rep. No. 
94-75, 94th Cong., ist Sess. 3 (1975) (‘‘Senate 
Report’’). 
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Similarly, the House Committee on Interstate and 
Foreign Commerce declared that: 


The purpose of this title is to insure that our 
nation’s capital markets continue to be the 
best in existence. It does this by establishing 
a framework for a national market system, in 
which all qualified persons throughout the 
country may be linked together electronic- 
ally so that they may compete and may bring 
to the marketplace their capital so as to 
make for broader, deeper and more liquid 
capital markets. '® 


For this reason, the 1975 Amendments clarified and 
strengthened the Commission’s authority to advance 
the achievement of such a system. 


In view of the Congressional belief that it was ‘‘best to 
allow maximum flexibility in working out specific 
details’’ of what should be elements of a national 
market system, the 1975 Amendments neither defined 
the term ‘‘national market system’’ nor mandated 
specified minimum components of such a system.'® In 
this regard, the Senate Committee stated in its report 
on S. 249 regarding the national market system 
provisions of that bill (which were incorporated in the 
1975 Amendments) that: 


The Committee considered mandating 
certain minimum components of the national 
market system but rejected this approach. 
The nation’s securities markets are in 
dynamic change and in some respects are 
delicate mechanisms; the sounder approach 
appeared to the Committee, therefore, to be 
to establish a statutory scheme clearly 
granting the Commission broad authority to 
oversee the implementation, operation and 
regulation of the national market system and 
at the same time charging [the Commission] 
with the clear responsibility to assure that 
the system develops and operates in ac- 
cordance with Congressionally determined 
goals and objectives.”° 





"8House Comm. on Interstate and Foreign Commerce, 
Report to Accompany H.R. 4111, H.R. Rep. No. 94-123, 
94th Cong., ist Sess. 90 (1975) (‘‘House Report’’). 


'8Senate Report, supra note 17, at 7. 


20Id. at 8-9; see also House Report, supra note 18 at 
50-51. 





Congressional reluctance to specify minimum com- 
ponents of a national market system did not extend, 
however, to specification of the basic underlying prin- 
ciples which should govern the establishment of that 
system. First, a clear preference was expressed for 
auction trading principles. For example, the Senate 
Committee in its report on S. 249 stated that: 


[With respect to securities which are 
suitable for auction trading, the Committee 
believes every effort should be made to de- 
sign the national market system in such a 
way that public investors in these securities 
receive the benefits and protections 
associated with auction-type trading. ?' 


The Senate Committee found that public investors 
could enjoy two important benefits when trading in an 
ideal auction-type market as opposed to a purely dealer 
market.?? First, limited price orders of investors would 
have to be satisfied before any transaction could be 
effected (i) at the same price by a specialist or other 
market maker for his own account or by the customer’s 
broker for his proprietary account, or (ii) by any 
participant in that market at a price less favorable to the 
other party to the trade than the limit order price. 
Second, customers’ market orders could, at least 
potentially, be executed against another public limit or 
market order at a better price than that currently being 
quoted by any dealer for his own account. The Senate 
Committee noted, however, that auction trading prin- 
ciples could not be perfected under existing circum- 
stances because of fragmentation of the markets, 
particularly ‘‘the lack of a mechanism by which all 
buying and selling interest in a given security can be 
centralized and ‘thus assure public investors best 
execution.’’ 23 Thus, the concept of implementing a 
nationwide system according price and time priority to 
all limit orders of public investors over all professional 
orders, regardless of where such limit orders originate 
or in what market center professional orders may be 
executed, received considerable support from the 
draftsmen of the 1975 Amendments. 


The second major national market system principle 
suppported by the Congress was that the types of 
securities qualified to be included in the national 
market system (‘‘qualified securities’’) should depend 
primarily on their characteristics (e.g., trading volume, 





'Senate Report at 16. 


22 id. 


231d. at 17. 


price and numbers of shareholders) rather than where 
they happen to be traded (i.e., on an exchange or over- 
the-counter). The Senate Committee, for example, 
stated that ‘‘the national market system has as its 
fundamental goal the elimination of fragmented 
markets for securities suitable for auction trading.’’% 
Similarly, the Committee of Conference of both Houses 
of Congress (the ‘‘Conference Committee’’), in ex- 
plaining the final language of the 1975 Amendments, 
stated that ‘‘it is the intention of both Houses that all 
securities, other than exempted securities, be eligible 
to be qualified for trading in the national market 
system.’’25 


A third principle articulated by Congress as underlying 
the national market system concept was a refusal to 
achieve a nationwide centralized auction-type market 
for qualified securities involving abolition of over-the- 
counter trading in listed securities, unless the Com- 
mission found that ‘‘the maintenance or restoration of 
fair and orderly markets in such securities may not be 
assured through other lawful means’’ under the Act.”6 
Thus, the Senate Committee stated: 


The Committee has carefully evaluated all 
arguments that have been presented in sup- 
port of abolishing the third market and 
found them unpersuasive . . . [T]he Com- 
mittee found that the dealers operating in 
the third market provide valuable com- 
petition to the specialists operating on the 
exchanges and that this competition en- 
hances the total market making capacity for 
listed securities.?’ 


The Senate Committee further stated that: 


The establishment of a national market 
system should end all concern over the 
possible inimical consequences of the third 
market to the fairness and orderliness of the 
markets for listed securities. Once trading in 





24 


id. 


*°Comm. of Conference, Report to Accompany S. 249, 
H.R. Rep. No. 94-249, 94th Cong., 1st Sess. 92 (1975) 
(emphasis added) (‘‘Conference Report’’). 


*°Section 11A(c)(3) of the Act [15 U.S.C. 78k-1(c)(3)]. 
Such a finding would be required to be made ‘‘on the 
record after notice and opportunity for hearing.’’ Id. 


27Senate Report, supra note 17, at 20. See also House 
Report, supra note 18, at 91. See generally Senate 
Study, supra note 16, at 126. 
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listed securities is centralized and subject to 
uniform trading principles, the distinction 
between trading on an exchange and trading 
off an exchange will lose much of its 
significance.”® 


The Congress intended competitive forces, to the 
2xtent feasible, to shape the structure of the markets. 
The Senate Committee noted, however, that a major 
responsibility cf the Commission had been, and con- 
tinued to be, the creation of ‘‘a fair field of com- 
2etition.’” The impact of the 1975 Amendments, 
according to the Senate Committee, was to 


more clearly identify this responsibility and 
clarify and strengthen the SEC’s authority to 
carry it out. The objective would be to 
enhance competition and to allow economic 
forces, interacting within a fair regulatory 
field, to arrive at appropriate variations in 
practices and services. It would obviously be 
contrary to this purpose to compel elimina- 
tion of differences between types of markets 
or types of firms that might be. competition- 
enhancing.”” 


The Conference Committee described the Com- 
mission’s intended role as follows: 


It is the intent of the conferees that the 
national market system evolve through the 
interplay of competitive forces as un- 
necessary regulatory restrictions are re- 
moved. The conferees expect, however, in 
those situations where competition may not 
be sufficient, such as the creation of a com- 
posite quotation system or a consolidated 
transaction reporting system, the Commis- 
sion will use the powers granted to it in [the 
1975 Amendments] to act promptly and 
effectively to ensure that the essential 
mechanisms of an integrated secondary 
trading system are put into place as rapidly 
as possible. 0° 


More recently, a joint report of the Subcommittee on 
Oversight and Investigations and the Subcommittee on 
Consumer Protection and Finance of the House Com- 
mittee on Interstate and Foreign Commerce stated that 





28Senate Report at 22. 


91d. at 8. 


°Conference Report, supra note 25, at 92. 
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“the evolutionary process [of developing a national 
market system] must be shepherded by the SEC which 
must step in when the pace of progress slackens and 
use the considerable authority Congress granted it.’’*' 


PROGRESS TO DATE 


The major problems to which the idea of a national 
market system is addressed are those arising from 
‘*market fragmentation,’’ or the existence of multiple, 
geographically separated forums in which trading in 
the same security occurs, and from the institutionaliza- 
tion of the markets. These problems include, among 
others: (i) the need to perfect existing mechanisms for 
the disclosure of information concerning all completed 
transactions in multiply-traded securities; (ii) the ab- 
sence of a comprehensive, composite quotation system 
displaying buying and selling interest in those 
securities from all markets (whether on an exchange or 
over-the-counter); (iii) the inadequacy of existing 
means available to brokers for routing orders to and 
among markets in pursuit of the most favorable 
execution opportunities; (iv) the lack of a mechanism to 
provide nationwide agency limit order protection, 
affording time and price priority to such orders regard- 
less of geographical location; (v) impediments to effec- 
tive market-maker competition for orders of relatively 
small size; and (vi) the need to integrate block transac- 
tions more effectively into the normal course of 
securities trading. 


Several important steps have already been taken to 
further the goals enunciated by the Commission and 
the objectives established by the Congress regarding a 
national market system. The Commission’s short sale 
rules have been amended to extend their application to 
“third market’’ transactions.*? A uniform net capital 
rule, applicable to a broad segment of the securities 
industry, has been adopted;** and anti-manipulative 





31Subcomm. on Oversight and Investigations and 
Subcomm. on Consumer Protection and Finance of the 
House Comm. on Interstate and Foreign Commerce, 
Report on Oversight of the Functioning and 
Administration of the Securities Acts Amendments of 
1975, Comm. Print No. 95-27, 95th Cong., 1st Sess. 4 
(1977) (‘‘Oversight Report’’). 


32Securities Exchange Act Release Nos. 11030 
(September 27, 1974), 39 FR 35570, and 11468 (June 
12, 1975), 40 FR 25442. 


Securities Exchange Act Release No. 11497 (June 26, 
1975), 40 FR 29795. 
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rules for all market centers are now in place>* The ex- 
changes and the National Association of Securities 
Dealers, Inc. (‘‘NASD’’) have completed implementa- 
tion of a consolidated transaction reporting system 
(‘consolidated system’’) for certain exchange-traded 
securities, pursuant to Rule 17a-15 under the Act, de- 
signed to enable investors to make more informed 
judgments regarding which market centers offer the 
most advantageous prices at a particular time.*> With 
respect to quotation information, all exchange 
restrictions on the dissemination of such information 
have been eliminated,*®° and the Commission has 
adopted a rule governing the dissemination of quota- 
tions from exchanges and third market makers. °” 


The adoption of Rule 19b-3 under the Act, abolishing 
fixed rates of commission for transactions on exchanges 
has permitted brokers to negotiate the cost of access to 
the various exchanges,*® and the exchanges themselves 
have moved toward expanding access to their market 
places.°° The NYSE and the Amex have rescinded their 
‘‘New York City’’ rules (which, in substance, pro- 
hibited members of each exchange from trading listed 
securities of that exchange on the other exchange), and 
today those exchanges compete directly in several 





See Securities Exchange Act Release No. 11942 
(December 19, 1975) at 48, n. 155, 41 FR 4507, at 4519, 
n. 160. 


35Securities Exchange Act Release No. 12138 (February 
25, 1976). 


36See Securities Exchange Act Release Nos. 11288 
(March 11, 1975), 40 FR 15015, and 11406 (May 7, 
1975), 40 FR 25645. 


Securities Exchange Act Release No. 14415 (January 
26, 1978), FR. 


38Securities Exchange Act Release No. 11203 (January 
23, 1975), 40 FR 7394. Section 6(e) of the Act [15 U.S.C. 
78e(e)], added by the 1975 Amendments, prohibits any 
exchange from imposing any schedule or fixing rates of 
commissions, allowances, discounts or other fees to be 
charged by its members unless the Commission makes 
certain specified findings in accordance with the 
procedures specified in that section. 


3°For example, the Commission recently approved 
proposals by the NYSE and the American Stock 
Exchange, Inc. (‘‘Amex’’) to permit leasing of seats. 


See Securities Exchange Act Release Nos. 
(December 12, 1977), 42 FR 63971, 
(December 12, 1977), 42 FR 63974. 
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issues.*° In addition, the adoption of Rule 19c-1, and 
the Commission’s recent action to amend that rule to 
expand its scope, assures that a member of an ex- 
change will be permitted to effect over-the-counter 
agency transactions in securities listed or admitted to 
unlisted trading privileges on an exchange with any 
person not also represented as agent by that member 
(i.e., precluding only ‘‘in-house’’ agency cross trans- 
actions), thereby permitting brokers greater flexibility 
in seeking the best market in which to effect agency 
transactions. *' 


Finally, the securities industry has started to move 
forward in the development of market linkage systems. 
Under the sponsorship of the NYSE, work is proceeding 
on the implementation of an intermarket trading 
system (‘‘ITS’’) linking the principal exchange 
markets’? The ITS, scheduled to commence operation 
in a pilct phase in April 1978, is an electronic inter- 
market order routing facility which would permit orders 
for the purchase and sale of multiply-traded securities 
to be sent directly from one market center to another. A 
second market linkage initiative is the recently com- 
menced pilot program for a regional market system 
(‘‘RMS’’). The RMS is an electronic trading system in 
which agency and principal limit orders may be entered 
and executed directly through the system by brokers 
and dealers participating in that system (currently 
members of the BSE, the PSE, and the Midwest 
(‘‘MSE’’) and Cincinnati (‘“‘CSE’’) Stock Exchanges). 
The RMS provides a mechanism through which ab- 
solute price and time priority for orders entered in that 
system can be secured.*3 The RMS began pilot 
operations in November 1977 and now includes 36 
issues. 





*°See Securities Exchange Act Release Nos. 12717 
(SR-Amex-76-17, August 19, 1976), 41 FR 36094, and 
12859 (SR-NYSE-76-47, October 4, 1976), 41 FR 47121. 


"Securities Exchange Act Release Nos. 11942 
(December 19, 1975), 41 FR 4507, and 14325 
(December 30, 1977), 43 FR 1327. 


*2T> date, the NYSE, the Amex and the Boston 
(‘‘BSE’’), Philadelphia (‘‘Phix’’) and Pacific (‘‘PSE’’) 
Stock Exchanges have agreed to participate in the 
linkage. 


As currently utilized, the RMS merely stores and 
displays orders based on price and time priorities; the 
self-regulatory organizations which make the RMS 
available to their members have not elected, at this 
time, to grant priority to orders in the RMS over other 
transactions occurring in their markets. 
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THE COMMISSION’S FUTURE PLANS FOR 
FACILITATING ESTABLISHMENT OF A 
NATIONAL MARKET SYSTEM 


Although the developments discussed above represent 
movement toward a national market system, the Com- 
mission is not satisfied with the rate at which concrete 
steps are being taken to link the markets, integrate 
order flow and enhance competition in the manner en- 
visioned by the Congress when it enacted the 1975 
Amendments. While the Commission believes that 
development of a national market system should 
remain essentially an evolutionary process, free of the 
rigidities inherent in any Commission attempt to dictate 
the ultimate configuration of that system, that develop- 
ment has been impeded by the inability of the several 
discrete segements of the securities industry to 
surmount the problems presented by the diversity of 
their interests and to settle upon a common course of 
action to implement the Congressional policy. 


The adverse consequences of failing to achieve more 
rapid progress toward a national market system have 
become particularly apparent in the context of the Com- 
mission’s pending proceeding concerning removal of 
exchange off-board trading restrictions.4* During the 
course of that proceeding, many elements of the 
securities industry, members of Congress and 
representatives of American business have urged the 
Commission to assume a leadership role in developing 
a national market system in order to overcome the 
impediments to development of that system inherent in 
the diversity of the securities industry, so that the 
benefits to the markets, the professional trading com- 
munity and the public which the Congress and the 
Commission have long believed would inure from that 
system might finally be secured. Commentators in that 
proceeding, for example, were virtually unanimous in 
the view that the risks which many believe would attend 
removal of the remaining off-board trading restrictions 
could be minimized by assuring more effective integra- 
tion of the markets for securities presently covered by 
those restrictions by means of national market system 
mechanisms. 


Continued uncertainty as to the mechanisms and 
principles upon which a national market system must 
be based, and the role the Commission will assume in 
shaping that system, is not in the best interest of the 





*4See Securities Exchange Act Release No. 13662 (June 
23, 1977), 42 FR 33510, proposing amendments to Rule 
19c-1 (adopted on December 30, 1977) and proposing 


Rules 19c-2, 15c5-1[A], 15c5-1[B], 15c5-1[C] and 
15c5-1[D] under the Act; see also File No. 4-180. 


38/SEC DOCKET 


securities industry or the investing public. The Com- 
mission therefore has determined to set forth with some 
particularity its views as to those steps which it believes 
must be taken over the next year to facilitate develop- 
ment of the kind of national market system envisioned 
by the Congress and mandated by the 1975 
Amendments. 


1. Composite Quotation System. The Commission 
today announced adoption of Rule 11Ac1-1 under the 
Act, which is designed to facilitate the prompt develop- 
ment of acomposite quotation system by improving the 
quality and reliability of quotation information made 
available to securities information vendors (‘‘vendors’’) 
by exchanges and third market makers.® Pursuant to 
the rule, beginning May 1, 1978, each self-regulatory 
organization will be obliged to collect and disseminate 
to vendors quotations and quotation sizes for all 
reported securities, i.e., those equity securities as to 
which last sale information is included in the con- 
solidated system. Vendors, in turn, will be able to 
disseminate comprehensive quotation information from 
all market centers to the professional community and 
the public by means of their information retrieval 
devices. Prompt action by the self-regulatory organiza- 
tions and securities information processors is necessary 
to implement Rule 11Ac1-1 by its effective date. 


Quotations and quotation sizes will be required by the 
rule to be firm at the prices and in the amounts dis- 
played, subject only to exceptions for revised quota- 
tions or quotation sizes and for unusual market con- 
ditions precluding dissemination of accurate quotation 
information. Thus, for the first time, relatively reliable 
and comprehensive information as to prices and sizes of 
quotations for all reported securities from all markets, 
whether on exchanges or over-the-counter, will be 
made available to market professionals and the public. 


The Commission believes that the availability of com- 
prehensive quotation information, a fundamental 
building block of the national market system, will 
improve both brokers’ and public investors’ knowledge 
of current prices at which reported securities can be 
bought or sold throughout the country. In turn, 
availability of this information should (i) lead to 
increased efforts by brokers to make informed order 
routing decisions from among the various competing 
market centers (in order to choose that particular 
market affording, at a particular point in time, the most 
favorable execution opportunities to their customers); 
(ii) foster improvements in existing methods of routing 





‘SSecurities Exchange Act Release No. 14415 (January 
26, 1978), _ FR___. 





, ~ orders to all market centers; (iii) enhance fair com- 


_ petition among markets; and (iv) otherwise advance the 
~ Objectives of a national market system specified by the 
Congress in Section 11A(a) of the Act. 


2. Market Linkage and Order Routing Systems. The 
Commission intends to encourage and, if necessary, 
mandate the prompt development of comprehensive 
market linkage and order routing systems to permit the 
efficient transmission of orders (i) among the various 
markets for qualified securities, whether on an ex- 
change or over-the-counter (‘‘qualified markets’’), and 
(ii) from brokers and dealers to all qualified markets. 
The Commission believes that communications and 
data processing facilities which link all qualified 
markets and permit orders in qualified securities to be 
transmitted promptly and efficiently from brokers or 
dealers to any qualified market, and from one such 
market to another, are necessary to increase the 
opportunities for brokers to secure best execution of 
their customers’ orders, to ensure effective competition 
among qualified markets and to achieve the purposes of 
a national market system established by the Congress 
in Section 11A(a) of the Act. 


Two types of facilities are needed, at a minimum, as 
mechanisms to link qualified markets effectively. The 
first is an intermarket order routing system, affording 
the kind of order and message transmittal capacity 
characteristic of the ITS. Such a system would permit 
orders for the purchase and sale of multiply-traded 
securities to be sent directly from any qualified market 
to another such market promptly and efficiently. The 
second type of facility needed is a universally available 
message switch, permitting any broker or dealer to 
route orders for the purchase or sale of qualified 
securities from its offices to any qualified market 
trading in that security. The Commission believes that 
the self-regulatory organizations should combine their 
efforts and take joint action forthwith in order to (i) 
make available to their members a single system for the 
prompt and efficient routing of orders for qualified 
securities directly from brokers’ and dealers’ offices to 
any qualified market, and (ii) achieve a comprehensive 
linkage of all qualified markets in an efficient inter- 
market order routing system. The Commission, on the 
basis of its present knowledge, is not aware of any 
reason why both these facilities should not be 
implemented by September 30, 1978.*° 





“6The Commission is requesting each self-regulatory 
organization to inform the Commission, in writing, of 
their willingness to undertake this effort voluntarily and 
to commit to achievement of these systems by 


The need to develop and implement a new inter-market 
order routing system to link all qualified markets could 
be obviated if participation in the ITS market linkage 
currently under development were made available on a 
reasonable basis to all qualified markets and if all such 
markets joined that linkage*’Similarly, there would be 
no need to develop a new message switch facility for the 
routing of orders from brokers’ and dealers’ offices to 
any qualified market if the existing order routing 
facility operated by the Securities Industry Automation 
Corporation (‘‘SIAC’’) (and offered to members of the 
NYSE and the Amex to enable them to transmit their 
orders to the floors of those exchanges) were expanded 
to permit all qualified markets to receive orders in 
qualified securities and access to that facility were 
made generally available, on appropriate terms, to all 
brokers and dealers“* 


The Commission believes that all systems used to route 
orders to and among qualified markets should operate 
in a ‘‘neutral’’ fashion (i.e., they should permit brokers 
and dealers utilizing those systems to route orders to 





September 30, 1978. The Commission is also 
requesting those organizations to submit to the 
Commission, by April 15, 1978, a timetable of steps 
which they will take by specified dates to assure that 
these systems are implemented by September 30, 1978. 
Finally, the Commission will request that, if any 
self-regulatory organization believes that the imple- 
mentation date which the Commission has proposed is 
unrealistic, that organization specify the reasons why 
that date cannot be met and suggest the earliest 
realistic alternative date. 


*’The Commission recognizes that inclusion in the ITS 
of over-the-counter market makers in qualified 
securities may pose special technical and regulatory 
problems but believes that, with the active involvement 
and assistance of the NASD, those problems can be 
overcome. The Commission is prepared to offer its 
assistance in resolving any issues which may prove to 
be obstacles to such an effort. 


48The Commission recognizes that other persons may 
wish to develop and offer order routing systems similiar 
(or perhaps superior) to the message switch currently 
operated by SIAC and the ITS. The reference to the ITS 
and the SIAC-operated message switch is intended only 
to illustrate the type of systems which can be developed 
without formal action by the Commission, not as an 
endorsement of those particular systems over others 
which might be developed by, for example, another 
self-regulatory organization and found more suitable 
for market linkage purposes by all self-regulatory 
organizations. 
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and among all such markets on a non-discriminatory 
basis).49 Order routing systems which are not 
‘neutral’? appear inconsistent with development of a 
national market system since, among other things, they 
may impede fair competition among qualified markets 
and function in a manner incompatible with broker 
adherence to principles of ‘‘best execution.’’ 


Should development of comprehensive, ‘‘neutral’’ 
order routing systems, linking all qualified markets and 
permitting brokers and dealers to route orders to any 
such market directly from their offices, not be 
undertaken voluntarily by the self-regulatory organiza- 
tions, the Commission is prepared to initiate rule- 
making to consider appropriate means of ensuring that 
result. Among the actions available to the Commission 
would be consideration of rules to (i) require brokers to 
demonstrate that they have given appropriate con- 
sideration to execution opportunities in all qualified 
markets in directing their customers’ orders to any 
particular market; (ii) preclude brokers from using any 
automated means of directing orders in qualified 
securities to a particular qualified market unless those 
means afford the capacity for orders to be directed, ona 
non-discriminatory basis, to any such market; and (iii) 
preclude any self-regulatory organization or any 
securities information processor from offering or 
providing to any broker or dealer any service or system 
by means of which orders in qualified securities may be 
routed electronically to one or more qualified markets 
unless that service or system permits users to route 
such orders to any qualified market and unless that 
service or system is made generally available, on 
appropriate terms, to any broker or dealer.°° 


3. Nationwide Limit Order Protection. The Commis- 
sion continues to believe that one of the basic principles 
upon which a national market system must be based is 
the assurance that all agency orders in qualified 





“See Senate Report, supra note 17, at 104-105. 


Section 11A(a)(3)(B) of the Act [15 U.S.C. 
78k-1(a)(3)(B)] also authorizes the Commission, in 
furtherance of the statutory directive to facilitate the 
establishment of a national market system, 


by rule or order, to authorize or require 
self-regulatory organizations to act jointly 
with respect to matters as to which they 
share authority under [the Act] in planning, 
developing, operating, or regulating a 
national market system (or a subsystem 
thereof) or one or more facilities... . 
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securities, regardless of location, receive the benefits of 
auction-type trading protections. To this end, the Com- 
mission believes the several self-regulatory organiza- 
tions should take joint action promptly to develop and 
implement a central limit order file (the ‘‘Central File’’) 
for public agency orders to buy and sell qualified 
securities in specified amounts at specified prices 
(‘‘public limit orders’’)>" 


The objectives of a Central File are relatively simple: to 
make available a mechanism in which public limit 
orders®* can be entered and queued for execution in 
accordance with the auction trading principles of price 
and time priority and by means of which such orders 
can be assured of receiving an execution prior to the 
execution of any other order by a broker or dealer in any 
market at the same or an inferior price (determining 
that price by reference to the price required to be 
reported in the consolidated system pursuant to Rule 
17a-15, in the event of acompleted transaction®* Public 
limit orders would assume their place in, and have an 
equal opportunity to achieve an execution throughout, 
that system without regard to the market or 
geographical location from which those orders were 
entered or in which other transactions required to yield 
priority to orders in the Central File were effected. 
Execution priority for orders entered in the Central File 
over all other orders would be required by rule. It 
currently appears that, for technological among other 
reasons, it may be appropriate to confine the capacity to 





5'The Commission has received considerable comment 
in response to Securities Exchange Act Release No. 
12159 (March 2, 1976), 41 FR 19274, concerning the 
concept of a composite limit order book. See File No. 
$7-619. It has also received the views of the National 
Market Advisory Board in this regard. See letter from 
the National Market Advisory Board to the Chairman 
and the Commissioners of the Securities and Exchange 
Commission, dated January 28, 1977. 


52The Commission currently believes that, for purposes 
of the Central Fife, a ‘‘public limit order’’ should be 
defined as any limit order not for the proprietary 
account of a broker or dealer. It does not necessarily 
follow that all such orders, regardless of size, will be 
appropriate for inclusion in the Central File. 


53It may be necessary, in this context, to revisit 
questions concerning ‘‘net trading’’ and ‘‘net printing’ 
of principal transactions involving commission 
equivalents or similar transaction charges, mark-up or 
mark-downs. See Securities Exchange Act Release Nos. 
12432 (May 12, 1976), and 12433 (May 12, 1976). 





execute against public limit orders in the Central File to 
persons performing market making functions in a 
qualified market. It does not seem necessary, however, 
to restrict the ability of brokers to enter, alter or 
withdraw public limit orders in or from the Central File. 
Finally, the Commission is not now aware of any 
compelling reason why information as to all public limit 
orders in the Central File should noi be made publicly 
available on a current and continuous basis, at least in 
summarized form. 


The Commission urges the self-regulatory organiza- 
tions to prepare and submit to the Comission, 
preferably jointly, a plan or plans no later than 
September 30, 1978, contemplating the design, con- 
struction and operation of a Central File>* However, 
should voluntary cooperation among such organizations 
to that end prove difficult, or involve undue delay, the 
Commission intends to commence rulemaking to 
consider the manner and timing of compulsory develop- 
ment of a Central File (including the question of 
whether that task should be assigned principally to a 
single self-regulatory organization.). 


The Commission is aware that there has been 
widespread controversy over the merits and 
implications of an electronic limit order book, and does 
not intend its determination to proceed with develop- 
ment of a Central File for public limit orders to be 
interpreted as a decision to force all auction trading into 
an electronic system with automatic execution 
capabilities 55 


4. Off-Board Trading Restrictions. The Commission 
has recently adopted amendments to Rule 19c-1 under 
the Act to expand the scope of that rule to require that 
members of exchanges be permitted to effect over-the- 





“The Commission is requesting each self-regulatory 
organization to inform the Commission, in writing, by 
May 30, 1978, of its willingness to undertake joint 
development of a Central File in accordance with the 
principles indicated in the text, and steps which each 
has taken or will take towards that end. 


S5At the same time, the Commission notes that, with 
respect to the technology employed, the RMS linkage 
presently operated in a pilot phase by the MSE, PSE, 
CSE and BSE offers considerable promise as a basis for 
acomprehensive system establishing a national auction 
for qualified securities based on price and time 
priorities. It may be that the technology employed in 
the RMS, with appropriate modifications, could provide 
a basis on which a Central File could be developed. 


counter agency transactions in securities listed or 
admitted to unlisted trading privileges on an exchange 
with any other person not also represented as agent by 
that member (i.e., precluding only ‘‘in-house’’ agency 
cross transactions).°© In adopting those amendments, 
the Commission determined that expanding the scope 
of Rule 19c-1 in this manner would further the purposes 
of the Act by enhancing the practicability of brokers 
executing investors’ orders in the best market and 
improving customers’ ability to achieve the most 
economically efficient executions of their securities 
transactions.*” 


The Commission has determined to defer further con- 
sideration of proposed Rule 19c-2 under the Act (which 
would eliminate remaining exchange restrictions on off- 
board principal and ‘‘in-house’’ agency cross trans- 
actions by exchange members in certain securities 
listed or admitted to unlisted trading on an exchange), 
and of the companion series of rule proposals 
concerning overreaching, until the Commission has had 
an opportunity to evaluate industry and self-regulatory 
organizations responses to the national market system 
initiatives announced in this statement. The Com- 
mission plans to review progress made toward the 
various objectives of those initiatives in the context of 
further consideration of proposed Rule 19c-2 no later 
than September 30, 1978, with a view to ascertaining 
whether, among other things, the continued presence 
of restrictions on off-board principal transactions and 
‘*in-house’’ agency crosses is operating in any way as a 
disincentive to, or is otherwise impeding achievement 
of, those goals. 


While the Commission has not yet concluded whether 
adoption of proposed Rule 19c-2 at this time must be 
deemed necessary or appropriate to conform exchange 
rules to the requirements of the Act or otherwise in 
furtherance of the Act’s purposes, the Commission 
does not wish its determination to defer consideration 
of proposed Rule 19c-2 at this time to be perceived as 
indicating that the Commission is willing to postpone 
removal of off-board trading restrictions indefinitely or 
until further progress has been made toward 
implementation of any particular additional element of 
a national market system. To the contrary, the Com- 
mission has repeatedly expressed the view that the 
present restrictions must ultimately be eliminated, and 
remains concerned that retention of those restrictions, 
in addition to impeding competition, may retard 
achievement of a national market system. 





Securities Exchange Act Release No. 14325 
(December 30, 1977), 43 FR 1327. 


57Id. at 7, 43 FR at 1328. 
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Nevertheless, as noted above, many commentators in 
the Commission’s proceedings with respect to off-board 
trading restrictions have made clear their belief that the 
risks they perceive as being associated with removal of 
those restrictions would diminish to the extent of 
meaningful progress toward implementation of a 
national market system. Therfore, prior to concluding 
its deliberations concerning proposed Rule 19c-2, and 
establishing a definitive effective date for that rule, the 
Commission wishes to consider the responses to the 
national market system initiatives announced in this 
statement. Those responses also will clarify the need 
for collateral action to ensure an appropriate pattern of 
regulation for an environment in which exchange 
members are permitted to engage in off-board market 
making and other principal transactions in securities 
subject to proposed Rule 19c-2. 


5. Consolidated Transaction Reporting System. 
Despite the success of the consolidated system as a 
mechanism for the collection and disclosure of last sale 
information from all markets for securities included in 
that system, the Commission believes that further 
refinements in the way last sale information is dis- 
tributed and recalled for display are necessary to 
ensure that use and operation of the consolidated 
system are fully consistent with the purposes and 
objectives of a national market system. 


Of particular concern to the Commission is the manner 
in which vendors currently provide for the recall of last 
sale date on information retrieval display devices. 
These vendors now permit information from the 
primary market by input of the letter (or combination of 
letters) used to identify the particular security involved 
in the consolidated system (the ‘‘consolidated system 
symbol’’) followed by depression of an information 
request key. In most cases, entry of additional letters or 
symbols (plus depression of the information request 
key) is required in order to recall consolidated last sale 
information or last sale data from any particular market 
other than the primary market. 


To date, this practice has been permitted under .a Com- 
mission interpretation of Rule 17a-15 issued in March 
1975.58 In that release the Commission stated: 


Vendors may use the consolidated tape 
ticker symbol (the old NYSE symbol in the 
case of an NYSE listed security) to 
interrogate for last sale information from the 





*8Securities Exchange Act Release No. 11317 (March 
28, 1975), 40 FR 15461. 
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NYSE and some other symbol to interrogate 
for consolidated data. However, any symbol 
which differs from the consolidated tape 
symbol which is used to interrogate for 
consolidated data must be simple and easy 
for brokers and dealers to use.*%° 


The Commission has reconsidered that interpretative 
statement in light of its experience with the con- 
solidated system and no longer believes that vendors 
should be permitted to program their information 
retrieval devices for the recall of consolidated data by 
use of any combination of letters or symbols other than 
the consolidated system symbol. Current practice, with 
each vendor using a different combination for the recall 
of consolidated data (generally a more complicated 
routine than that used for the retrieval of data from the 
primary market), discourages use of consolidated 
information, has anticompetitive consequences for 
markets as to which last sale data may be recalled only 
by relatively more difficult and time consuming inter- 
rogation routines, and impedes progress toward a 
national market system. Consequently, the Commis- 
sion believes vendors should modify their systems 
promptly to confine use of consolidated system symbols 
in their interrogation and display devices to the recall of 
consolidated last sale data.®° 


The Commission intends to take formal action with 
respect to its prior interpretive position regarding use 
of the consolidated system security symbols by market 
information vendors for interrogation purposes by April 
30, 1978. At the same time, the Commission plans to 
consider further action with respect to (i) permitting, on 
an appropriate basis, retransmission of the entire 
stream of last sale information contained in Networks A 
and B of the consolidated system®' on a continuous 
basis by securities information processors other than 

IAC, the current processor for the consolidated 





59id. at 5, 40 FR at 15462. 


“or course, vendors who provide last sale information 


from individual market centers may use the 
consolidated system symbol as part of interrogation 
codes (adding whatever additional letters and symbols 
are necessary, on a non-discriminatory basis) for 
retrieving that information. 


*'Network A disseminates last sale reports of 
transactions executed in all reporting markets for 
securities listed on the NYSE, while Network B 
disseminates reports of transactions in securities listed 
on the Amex plus selected listings from other 
exchanges. 





system; (ii) eliminating certain exceptions from the 
reporting obligations imposed by Rule 17a-15 under the 
Act now contained in the joint industry plan governing 
the consolidated system (the ‘‘joint plan’’), particularly 
the exception for transactions effected in connection 
with special offerings; (ii) reforming the voting 
arrangements among the joint plan participants; and 
(iv) the propriety of allowing self-regulatory organiza- 
tions to impose charges on securities information 
processors and subscribers to their services with 
respect to market information required to be disclosed 
by Commission rules. 


6. Qualified Securities. The Commission intends to 
initiate a rulemaking proceeding not later than June 30, 
1978, for the purpose of designating certain categories 
of securities as qualified for trading in a national 
market system.®? The Commission believes that listed 
equity securities included in the consolidated system 
and a number of equity securities currently traded 
exclusively in the over-the-counter market generally 
possess characteristics (including, in most cases, 
national investor interest and substantial assets and 
earnings histories) which justify their inclusion in the 
‘*qualified’’ category. The inclusion of securities now 
traded exclusively over-the-counter in the qualified 
category is contingent, however, upon the implementa- 
tion of those technical elements of a national market 
system necessary to assure that trading in those 
securities occurs under competitively fair circum- 
stances and in a manner consonant with the principles 
of a national market system. 


Upon completion of its rulemaking with respect to 
designation of those securities qualified for trading ina 





Section 11A(a)(2) of the Act [15 U.S.C. 78k-1(a)(2)] 
provides that ‘‘[t]he Commission, by rule, shall 
designate the securities or classes of securities 
qualified for trading in the national market system from 
among securities other than exempt securities.’’ 


*31n connection with designating certain securities now 
traded exclusively over-the-counter as ‘‘qualified 
securities’’ for purposes of Section 11A of the Act, the 


Commission wishes to emphasize that, if those 
securities are traded on exchanges in a national market 
system context (€.g., as a consequence of the extension 
of unlisted trading privileges on an exchange to these 
securities pursuant to Section 12(f) of the Act), the 
Commission does not intend to permit treating in those 
securities to become subject to restrictions on 
transactions in the over-the-counter market such as 
those imposed by existing exchange off-board trading 
rules. 


national market system, it is the Commission’s 
intention to require last sale information with respect to 
completed transactions in all qualified securities traded 
exclusively over-the-counter to be included in the con- 
solidated system, to require quotations in those 
securities to be collected and disseminated in 
accordance with Rule 11Ac1-1 under the Act, and 
otherwise to ensure that trading in such securities can 
be effected by means of, and subject to the require- 
ments of, the order routing and other systems which 
must be developed to realize national market system 
objectives. 


ADDITIONAL ISSUES 


The program of Commission action on national market 
system matters outlined above is not intended to 
represent a comprehensive list of all matters requiring 
resolution bearing upon the evolution of the markets 
into a national market system. Indeed, certain of the 
Commission’s contemplated actions will engender, or 
accelerate the need to resolve, a number of collateral 
problems. The following is a list of certain additional 
policy areas which the Commission anticipates will 
require consideration in conjunction with the program 
outlined above. 


1. Institutional trading prohibitions. The Commis- 
sion anticipates that, in the context of developing a 
national market system, and particularly in an environ- 
ment permitting off-board principal activity by 
exchange members, it will be necessary to consider 
proposed rule changes by the NYSE and the Amex 
contemplating elimination of the prohibitions contained 
in NYSE Rule 113 and Amex Rule 190 regarding direct 
dealings with institutional customers. In addition, the 
Commission intends to consider the extent to which all 
market makers (whether exchange specialists or third 
market makers) should be limited in their ability to deal 
directly with companies for which they act as market 





®4it is important for self-regulatory organizations and 
others in the securities industry to recognize that the 
communications and computer systems which will form 
the technological core of a national market system, 
affording the means for all qualified securities to be 
traded in accordance with national market system 
principles, will not be confined in their application 
solely to securities on one or more exchanges. It is clear 
that, at some point in the future, those systems must be 
made available for trading in qualified securities which 
remain traded exclusively in the over-the-counter 
market. 
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makers, and with insiders of such companies.® Finally, 
it may be necessary to review other regulations 
governing persons performing market making 
functions generally to determine whether changes are 
necessary in a national market system environment. 


2. Options. The Commission is not yet prepared to 
determine what role standardized put and call option 
contracts should play in a national market system or the 
appropriate relationship which should exist between 
trading in equity securities underlying such options and 
trading in the options themselves. ®* Organized trading 
in standardized options contracts is currently under 
review by thestaff as part of acomprehensive study” and 
the Commission intends to await completion of that 
study before announcing any conclusions in this area. 


Among the issues which will be considered by the staff 
as part of the options study are the extent to which the 
market makers in all qualified markets should be 
permitted to effect at least certain types of transactions 
in options relating to underlying stocks for which they 
act as market makers. Conversely, the study will 
examine whether options and underlying stocks related 
to such options may be traded side-by-side at the same 
location, and whether persons should be permitted to act 
as a market maker in both an underlying stock and the 
related option under any circumstances. 


3. Governance and Surveillance. The need for 
changes in the functioning of the self-regulatory 
organizations to provide centralized governance of 
national market facilities and participants, as well as 
comprehensive and nationwide surveillance of market 
professionals, will have to be examined further. The 
Commission believes, however, that such questions can 
be deferred, at least for the time being, until greater 
progress has been made in achieving effective market 
linkages among the various market centers. 





®°NYSE and Amex specialists are prohibited by NYSE 
Rule 113 and Amex Rule 190 from accepting orders for 
the purchase or sale of any securities in which they are 
registered as specialists directly from the issuer or any 
officer, director or 10 percent shareholder of the issuer 


*°Currently, specialists on the regional exchanges and 
third market makers are permitted to effect such 
transactions, while specialists on the NYSE are not. 


®’Securities Exchange Act Release No. 14056 (October 
17, 1977), 42 FR 56706. 
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4. Section 11(a). The Commission is presently 
engaged in consideration of the issues raised by Section 
11(a) of the Act [15 U.S.C. 78k(a)]. As amended by the 
1975 Amendments, Section 11(a)(1) [15 U.S.C. 
78k(a)(1)] prohibits, with certain specified exceptions 
(such as market making activities and transactions for 
the accounts of natural persons), any member of a 
national securities exchange from effecting any 
transaction on such exchange for its own account, the 
account of an associated person, or an account with 
respect to which the member or any of its associated 
persons exercise investment discretion.®® It has been 
asserted that if Section 11(a) were to be permitted to 
become effective on May 1, 1978, it would cause a sig- 
nificant and adverse restructuring of the securities 
industry, aresult which it is asserted was unintended at 
the time of the passage of the 1975 Amendments. 
Moreover, with the elimination of fixed rates of com- 
missions, many persons have questioned the need for 
such a provision. 


Under Section 11(a), the Commission has broad 
authority to fashion either more flexible or more 
restrictive standards in light of changing conditions. 
The Commission has addressed certain interpretive 
issues under Section 11(a) and has pending several rule 
proposals in this area.© The interpretations and 
proposals have generated considerable public 
comment, and the Commission is currently considering 
whether further Commission action with respect to 
Section 11(a) is necessary or appropriate in the public 
interest and the protection of investors and, if so, what 
form that action should take. 


5. Clearance and Settlement. The prompt develop- 
ment of a national system for clearance and settlement 
is necessary not only to reduce costs for members of the 
securities industry, but also because of the impact of 
the clearance and settlement process on investors. 
Investors are affected in a significant way by the ab- 
sence of a national clearance and settlement system. 
The cost of securities transaction processing is 
generally passed on to investors in commission rates 
charged in connection with securities transactions. The 
levels of commission rates, particularly with respect to 





Section 11(a)(3) [15 U.S.C. 78k(a)(3)] of the Act 
provides that the prohibitions in Section 11(a)(1) do not 
apply before May 1, 1978, to transactions effected on an 
exchange by those who were members on May 1, 1975. 


8°$ee Securities Exchange Act Release Nos. 12055 
(January 27, 1976), 41 FR 8036, and 13388 (March 18, 
1977), 42 FR 16746. 





small public investors, may play a part in determining 
their participation in the securities markets. 


Although considerable progress has been made in the 
effort to create a national system for clearance and 
settlement, still more remains to be accomplished. For 
example, the Commission’s approval of the registration 
of the National Securities Clearing Corporation 
(‘‘NSCC’’) as a clearing agency in January 1977 was 
subject to the satisfaction of certain specified conditions 
contained in the order.” During the past year, some, 
but not all, of these conditions have been satisfied. The 
Commission remains concerned with the rate of 
progress being made toward the development of a 
national system for clearance and settlement. The 
Commission has therefore determined, consistent with 
its responsibilities under the Act, to hold public 
hearings commencing March 7, 1978, to review the 
events which have occurred since the Commission’s 
conditional approval of NSCC’s registration” and the 
problems which are impeding the prompt development 
of an efficient, competitive national system for 
clearance and settlement.” 


* * * 


The Commission views expressed herein are based 
upon the Commission’s analysis of the materials and 
comments filed with the Commission in conjunction 
with the various requests for public comment issued to 
date on national market system questions and as part of 
the Commission’s current proceedings on off-board 
trading rules and related matters, as well as its con- 
sideration of the views of the Advisory Committee on 
the Implementation of a National Market System (the 
Yearly Committee) and the National Market Advisory 
Board (‘‘NMAB’’).73 





7$§ee Securities Exchange Act Release No. 13163 
(January 13, 1977), 42 FR 3916. 


™ The recent report of the House Oversight Committees 
suggested that the Commission, in part because of the 
failure of NSCC to meet the timetable contained in its 
conditional registration, should ‘‘contemplate revoking 
the conditional registration [of NSCC] and pursuing 
other means of achieving the national clearance and 
settlement system.’’ Over-sight Report, supra note 31, 
at 7-8. 


Securities Exchange Act Release No. 14411 (January 
25, 1978), FR__ 


73$ee, e.g., NMAB, Next Steps to be Taken to Facilitate 
the Establishment of a National Market System, 
December 6, 1977. 


The initiatives discussed in this statement contemplate 
achieving the objestives articulated by the Congress in 
the 1975 Amendments essentially by establishing 
mechanisms for the linking of existing market centers, 
and other market centers which may come into being, 
in an increasingly close and effective manner so as to 
avoid fragmentation of the markets and to coordinate 
the various market centers so that they will constitute, 
in combination, a national market system. 


The Commission is aware, however, that proposals 
have been advanced to create a national market system 
on quite different assumptions and having quite 
different characteristics, and that there has been con- 
siderable discussion with respect to these possible 
alternatives. The first such concept would create a 
national market system essentially by modifying the 
existing ‘‘primary’’ markets, particularly the NYSE, so 
that substantially all orders would interact through the 
mechanisms of, or on the floor of, the ‘‘primary’’ 
market and all qualified broker-dealers, perhaps 
together with certain other organizations, would have 
access to that market on a non-discriminatory basis. 
The Commission has not sought to pursue this 
alternative because it is inconsistent with the concept of 
the national market system contemplated by the 
Congress in the 1975 Amendments. Moreover, there is 
a serious question as to whether such a national market 
system could operate satisfactorily in a country having 
the size and diversity of the United States. 


A second alternative would be the creation of an 
electronic market system in which all orders, whether 
from public investors or from market makers, would be 
entered into a computer-based system and would be 
executed automatically in that system on the basis of 
strict time and price priority. This type of proposal has 
been advanced with considerable conviction by 
responsible persons and, if perfected, would appear to 
have the potential for significant efficiencies in 
securities trading. Such a system, however, would have 
an impact upon existing market institutions which could 
properly be viewed as a fundamental change in the 
manner in which securities trading is now conducted, 
and it is difficult to foresee, and to provide against, the 
problems and difficulties which might arise. Con- 
sequently, the Commission has not espoused these 
proposals. In addition, the Commission believes that if 
a change of this magnitude is to be made, it probably 
should occur as a result of evolutionary forces in the 
markets rather than by Commission mandate. 


This does not mean, however, that significant progress 
in the use of modern technology will not be important to 
meeting the goals of a national market system. To the 
contrary, as the initiatives discussed in this statement 
demonstrate, the effective linking of the markets in a 
national market system necessarily involves the 
increased use of such technology to achieve the benefits 
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of that system envisioned by both the Commission and 
the Congress. 


This statement represents the current views of the 
Commission on the steps which must be taken to 
facilitate the development of a national market system. 
The Commission recognizes that the nation’s securities 
markets are constantly evolving, and that alternative 
means of achieving the goals of a national market 
system may be developed. The Commission also 
recognizes that each step in the process of creating a 
national market system may not further each of the 
purposes of the Act. 


While the steps described in this statement represent 
the course of action the Commission has selected as the 
appropriate one for fulfillment of the national market 
system role assigned to it by the Congress in the 1975 
Amendments, the Commission realizes that, as each 
step of the process of fusing the existing markets into a 
national market system is completed, and as the effects 
of each such step become realities (rather than 
prognostications), refinements and adjustments in 
succeeding steps will suggest themselves and become 
part of the Commission’s program to achieve that 
system. The Commission therefore remains receptive 
to new steps designed to meet the statutory goals of a 
national market system (regardless of whether they are 
perfectly congruent with the particular means 
described in this release). 


The Commission welcomes comments on any of the 
views expressed herein from all interested persons. 
Comments should be addressed to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, Room 892, 500 North Capitol Street, 
Washington, D.C. 20549. All comments should refer 
to File No. S7-735 and will be available for public 
inspection at the Commission’s Public Reference 
Room, Room 6101, 1100 L Street, N.W., Washington, 
D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


January 26, 1978 
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DELEGATION OF AUTHORITY TO DIRECTOR OF 
DIVISION OF CORPORATION FINANCE 


AGENCY: Securities and Exchange Commission. 


ACTION: Final Rule. 

SUMMARY: The Commission is amending its rules 
governing the delegation of authority to the Director of 
its Division of Corporation Finance. The new amend- 
ment authorizes the Director to grant exemptive orders 
with respect to applications for exemption from the 
registration, reporting, proxy and insider trading 
provisions of the Securities Exchange Act of 1934. Such 
authority, iimited to applications which appear to the 
Director to be routine in nature and not requiring a 
hearing, will reduce the processing time for these 
applications. 
EFFECTIVE DATE: January 17, 1978. 

FOR FURTHER INFORMATION CONTACT: Barry 
Genkin, Division of Corporation Finance, Securities and 
Exchange Commission, Washington, C.C. 20549. 
(202) 755-7969. 


SUPPLEMENTARY INFORMATION: The Commis- 
sion today announced the amendment, effective 
immediately, of its rules governing delegation of 
authority to the Director of the Division of Corporation 
Finance [17 CFR 200.30-1] with respect to the 
Securities Exchange Act of 1934 (‘‘Exchange Act’’) [15 
U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 
(June 4, 1975)]. 


Section 12(h) of the Exchange Act establishes a 
procedure whereby interested persons may file 
applications for exemption from the registration, 
reporting, proxy and insider trading provisions of the 
Act. Inasmuch as many applications filed under this 
section are routine in nature, and do not involve policy 
considerations or novel questions, it is not necessary for 
the Commission to consider each application on an 
individual basis. Accordingly, authority is being 
delegated to the Director to grant exemptive orders 
with respect to such applications. 


17 CFR 200.30-1(d)(7) already delegates to the Director 
authority to issue notices of applications for exemptions 
under section 12(h) of the Exchange Act. 


To accomplish the additional delegation of authority, 
the Commission hereby amends 17 CFR 200.30-1(d)(7) 
to read as follows: 


§200.30-1 Delegation of authority to the Director of 
the Division of Corporation Finance. 


* * * * 





(7) to issue notices of applications for exemptions and 
to grant exemptive orders under section 12(h) of the Act 
(15 U.S.C. 781(h)). 


* * 


The Commission finds that the foregoing action relates 
solely to agency management and personnel and, 
accordingly, that notice and prior publication for 
comment under the Administrative Procedure Act (5 
U.S.C. 553) are not necessary. This action, taken 
pursuant to Public Law 87-592, 76 Stat. 394 (15 U.S.C. 
78d-2), becomes effective immediately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


January 26, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14418/ January 26, 1978 


In the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, 
INCORPORATED 

LaSalle at Jackson 

Chicago, Illinois 60604 


PACIFIC STOCK EXCHANGE INCORPORATED 
301 Pine Street 
San Francisco, California 94104 


File Nos. SR-CBOE-77-28 
SR-PSE-77-36 


ORDER EXTENDING T!ME PERIOD WITHIN WHICH 
THE COMMISSION IS REQUIRED TO ACT ON 
PROPOSED RULE CHANGES 


The Chicago Board Options Exchange, Incorporated 
(‘‘CBOE’’) and Pacific Stock Exchange Incorporated 
(‘‘PSE’’) have filed, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934 (the ‘‘Act’’), 15 U.S.C. 
78(s)(b)(1), and Rule 19b-4 thereunder, 17 C.F.R. 
240.19b-4 the following rule proposals: 


(1) SR-CBOE-77-28 


The proposed amendment to Rule 5.5 of the CBOE 
rules would provide for a closing rotation on the 
Exchange on the last day of trading in expiring options 
series commencing at 2:00 p.m. (C.S.T.) (3:00 p.m. 
E.S.T.). 


SR-CBOE-77-28 was published in the Federal Register, 
42 FR 63976, on December 12, 1977. 


(2) SR-PSE-77-36 


The proposed amendment to Rule VI, Section 4(b) of 
the PSE rules would provide for a closing rotation on 
the Exchange on the last day of trading in expiring 
options series commencing at 12:00 p.m. (P.S.T.) (3:00 
p.m. E.S.T.). 


SR-PSE-77-36 was published in the Federal Register, 
42 FR 63983, on December 12, 1977. 


As a result of its preliminary review of the CBOE and 
PSE Rule proposals, the Commission believes 
additional time is needed to evaluate the data supplied 
to it by the Exchanges and believes that the proposals 
raise a number of substantial questions which require 
further consideration before any determination is made 
to approve the rule proposals or to institute 
proceedings, pursuant to Section 19(b)(2) of the Act, to 
determine whether they should be disapproved. 


Accordingly, the Commission, pursuant to Section 
19(b)(2) of the Act, hereby extends to March 20, 1978 
the time period within which the Commission must take 
action on the above-referenced proposed rule changes. 
The Commission is also extending the time period for 
comments on the proposed rule changes, and invites 
written submissions from all interested persons. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549 by 
March 1, 1978. 


Copies of all submissions, including the proposed rule 
changes, will be available for public inspection at the 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the proposed rule 
change will also be available at the principal office of 
the MSE. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SEE 


SECURITIES ACT OF 1933 
Release No. 5901/January 26, 1978 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20391/ January 20, 1978 


In the Matter of 


OHIO POWER COMPANY 
301 Cleveland Avenue, S.W. 
Canton, Ohio 44701 


(70-6110) 


NOTICE OF PROPOSED ISSUANCE AND SALE AT 
COMPETITIVE BIDDING OF FIRST MORTGAGE 
BONDS AND CUMULATIVE PREFERRED STOCK 


NOTICE IS HEREBY GIVEN that Ohio Power Company 
(‘‘Ohio’’), an electric utility subsidiary company of 
American Electric Power Company, Inc. (‘‘AEP’’), a 
registered holding company, has filed with this Com- 
mission an application pursuant to the Public Utility 
Holding Company Act of 1935 (‘‘Act’’), designating 
Section 6(b) of the Act and Rule 50 promulgated 
thereunder as applicable to the proposed transactions. 
All interested persons are referred to the application, 
which is summarized below, for a complete statement 
of the proposed transactions. 


Ohio proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50 under the 
Act, up to $38,000,000 aggregate principal amount of 
its first mortgage bonds of a new series (‘‘Bonds’’), 
having a maturity date of March 1, 2008. The interest 
rate (which will be expressed in a multiple of 1/8 of 1%) 
and the price to be paid to Ohio for the Bonds (which 
shall not be less than 100%, unless Ohio shall authorize 
a lower percentage, not less than 99%, and shall not 
exceed 102%%) will be determined by competitive 
bidding. None of the Bonds may be redeemed prior to 
March 1, 1983, if such redemption is for the purpose of 
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refunding such Bond through the use, directly or 
indirectly, of borrowed funds at an effective interest 
cost less than the effective interest cost of the Bonds. 


Ohio also proposes to issue and sell at competitive 
bidding up to 1,600,000 shares of a new series of its 
cumuiative preferred stock (‘‘Preferred Stock’’), par 
value $25 per share. The price to be paid to Ohio shall 
be $25 per share, which shall also be the price at which 
the Preferred Stock shall be initially offered to the 
public. The dividend rate (which will be expressed in a 
multiple of $.01) and the amount per share to be paid by 
Ohio as compensation to the purchasers will be 
determined by competitive bidding. None of the shares 
of the Preferred Stock may be redeemed prior to March 
1, 1983, if such redemption is for the purpose of 
refunding such stock, directly or indirectly, through the 
incurring of debt or the issuance of stock ranking equally 
with or prior to the Preferred Stock at an effective 
interest cost or effective dividend cost less than the 
effective dividend cost of the Preferred Stock. 


It is stated that no condition is to be contained in the 
Bond purchase contract requiring the issuance and sale 
of the Preferred Stock, nor is any condition to be 
contained in the Preferred Stock purchase contract 
requiring the issuance and sale of the Bonds. Neither 
the Bonds nor the Preferred Stock will, however, be 
issued and sold unless Ohio shall have received, prior 
to such sale, one or more cash capital contributions in 
an aggregate amount of $20,000,000 from AEP. The 
making of such cash capital contributions was 
authorized by order of this Commission dated January 
5, 1978 (HCAR No. 20365). 


The proceeds from the sale of the Bonds, together with 
other funds available to Ohio, will be used to pay at 
maturity the $38,232,000 principal amount of Ohio’s 
First Mortgage Bonds, 3% Series Due April 1, 1978. 
The proceeds from the sale of the Preferred Stock will 
be used to repay unsecured short-term indebtedness 
and to reimburse Ohio’s treasury for expenditures 
incurred in connection with its construction program. 
As of December 30, 1977, Ohio had approximately 
$108,107 ,000 principal amount of unsecured short-term 
debt outstanding, and it is anticipated that at the time 
of the issuance and delivery of the Bonds and Preferred 
Stock approximately $125,000,000 principal amount of 
such unsecured short-term debt will be outstanding. 
Ohio estimates its 1978 construction costs will be 
approximately $203,000,000 (exclusive of construction 
costs of its generating subsidiary). 


The fees and expenses to be inccurred in connection 
with the proposed transactions will be supplied by 
amendment. It is stated that the Public Utilities 
Commission of Ohio has jurisdiction over the proposed 
transactions. No other state commission and no federal 





has 


commisston, other than this Commission, 
jurisdiction over the proposed transactions. 


NOTISE IS FURTHER GIVEN that any interested 
person may, not later than February 21, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request should 
be served personally or by mail upon the applicant at 
the above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application, as filed or as it may be amended, 
may be granted as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20392/ January 23, 1978 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


COLUMBIA GAS OF MARYLAND, INC. 


COLUMBIA GAS OF WEST VIRGINIA, INC. 
Columbus, Ohio 


(70-5991) 
ORDER AUTHORIZING SUBSIDIARY TO ISSUE 


COMMON STOCK TO PARENT HOLDING COM- 
PANY; ISSUANCE OF INSTALLMENT NOTES BY 


SUBSIDIARY AND ACQUISITION THEREOF BY 
PARENT HOLDING COMPANY; SHORT-TERM AD- 
VANCES BY PARENT SO SUBSIDIARY 


The Columbia Gas System, Inc. (‘‘Columbia’’), a 
registered holding company, and two of its wholly- 
owned subsidiary companies, Columbia Gas of 
Maryland, Inc. (‘‘Columbia of Maryland’’) and 
Columbia Gas of West Virginia, Inc. (‘‘Columbia of 
West Virginia’), have filed post-effective amendments 
to an application-declaration previously filed with this 
Commission pursuant to Sections 6(b), 9, 10, 12(b) and 
12(f) of the Public Utility Holding Company Act of 1935 
(‘‘Act’’), and Rules 43, 45, and 50(a)(3) promulgated 
thereunder. 


By orders dated April 22, 1977, October 17, 1977, and 
November 23, 1977 (HCAR Nos. 19996, 20219 and 
20269, Columbia and certain of its subsidiary 
companies, including Columbia of Maryland and 
Columbia of West Virginia, were authorized to engage 
in intrasystem financing to enable the subsidiaries to 
meet projected expenditures for construction programs 
and gas supply projects and working capital 
requirements. Columbia of Maryland and Columbia of 
West Virginia now estimate that their capital ex- 
penditures and working capital requirements will 
exceed those projected in the application-declaration 
and that additional intrasystem financing will be 
required. The increases in expenditures are estimated 
as follows: 


(See table on following page) 


The increased construction activity is due to the need to 
replace more pipelines which were damaged due to last 
winter’s severe cold weather. In addition to funds 
required due to higher construction costs, Columbia of 
West Virginia requires additional funds to make 
refunds to its customers in accordance with an order of 
the Public Service Commission of West Virginia in a 
recent rate case. 


It is therefore proposed that Columbia of Maryland will 
issue an additional $200,000 principal amount of install- 
ment notes to Columbia and Columbia of West Virginia 
will issue and sell additional 200,000 shares of common 
stock, par value $25 per share, to Columbia for an 
aggregate sale price of $5,000,000. It is also proposed 
that Columbia will make additional short-term 
advances of up to $500,000 to Columbia of Maryland to 
enable the subsidiary to meet state excise taxes which 
have been accelerated by the State of Maryiand. The 
purchase of additional installment notes from and the 
short-term advances to Columbia of Maryland and the 
purchase of additional common stock equity from 
Columbia of West Virginia shall be subject to the same 
terms and conditions as the original transactions 
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Gross Additions 


Columbia of Maryland 


Original Estimate 
Increase 


Amended Estimate 


Columbia of West Virginia 


Original Estimate 
Increase 


Amended Estimate 


$ 829,000 
174,000 


_$1,003,000_ 


$4,384,000 
815,000 


Net 
Salvage 
and Non- 
Cash Items 


Net 
Capital 
Expenditures 


$ 86,000 
(26,000) 


$ 743,000 
200,000 





$ 60,000 $ 943,000 





$639,000 
63,600 


$3,745,000 
752,000 





$702,000 $4,497,000 








authorized by the Commission’s Order in this file dated 
April 22, 1977 (HCAR No. 19996). 


The fees and expenses to be incurred in connection with 
the proposed transactions are estimated at $1,000. The 
sale of common stock by Columbia of West Virginia has 
been authorized by the Public Service Commission of 
West Virginia. It is stated that no other state com- 
mission and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20350), and no 
hearing has been requested of or ordered by the Com- 
mission. Upon the basis of the facts in the record, it is 
hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declara- 
tion, as amended, be granted and permitted to become 
effective. 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLiC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20393/ January 24, 1978 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


CENTRAL AND SOUTH WEST CORPORATION 
Wilmington, Delaware 


(70-6092) 


SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE 
AND SALE OF PROJECT BONDS 


Central and South West Corporation, a registered 
holding company, and its electric utility subsidiary 
company Public Service Company of Oklahoma 
(‘‘PSO’’) have filed with this Commission a post- 
effective amendment to their application-declaration 
previously filed and amended in this matter pursuant to 
Sections 6, 7, 9(a), 10, 12(b) and 12(f) cf the Public 
Utility Holding Company Act of 1935 (‘‘Act’’) and Rules 
43, 45, 50(a)(3) and 50(a)(5) promulgated thereunder 
regarding the following proposed transactions. 


By order dated January 12, 1978 (HCAR No. 20380), 
this Commission, among other things, authorized PSO 
to issue and sell from time to time through December 
31, 1978, Project Bonds in an aggregate principal 
amount not to exceed $120,000,000. The project Bonds 
would be privately placed by Salomon Brothers 
(‘‘Salomon’’), acting as agent for PSO, with 
institutional investors on a list prepared by Salomon. 
The Project Bonds would be sold at par, and PSO would 
pay Salomon a placement fee of 3/16ths of 1% of the 





principal amount thereof. Jurisdiction was reserved in 
said order with respect to the interest rate on each 
series of Project Bonds and with respect to the fees and 
expenses to be incurred in connection with the 
proposed transactions. 


By post-effective amendment filed in this proceeding 
PSO states that it proposes to sell $70,000,000 
aggregate principal amount of Project Bonds in three 
series, as follows: 


Approximate 
Series Sale Date 
Series A 
Series B 


January 25, 1978 
January 25, 1978 


Series C February 20, 1978 


Interest on each series of Project Bonds is computed on 
the basis of a 30-day monih, 360-day year and is 
payable semiannually. The proceeds to PSO, net of the 
3/16ths of 1% placement fee to Salomon but before 
payment of other expenses, will be $69,868,750. The 
effective interest cost to PSO is 8.35% on the Series A 
and C Project Bonds and 8.45% on the Series B Project 
Bonds. 


The fees and expenses to be incurred in connection with 
the proposed transactions (other than the placement 
fees to Salomon) are estimated at $135,000, including 
counsel fees of $54,000, printing expenses of $17,000, 
and trustee’s fees of $43,680. The Corporation Com- 
mission of the State of Oklahoma has authorized the 
proposed transactions. No other state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended by said post-effective amendment, be granted 
and permitted to become effective and that the juris- 
diction heretofore reserved with respect to fees and 
expenses be released: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act, and subject also to the reservation previously 


Amount 


$33,300,000 
$16,700,000 


$20,000,000 


ordered with respect to the interest rate on other series 
of Project Bonds. 


IT 1S FURTHER ORDERED that the reservation of 
jurisdiction previously ordered with respect to fees and 
expenses related to Project Bond Series A, B and C be, 
and it hereby is, released. 


Interest Rate Maturity Date 


8.25% 
8.375% 


December 20, 1979 
Three years after 
issuance 


8.25% December 20, 1979 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20394/ January 24, 1978 


In the Matter of 


SOUTHWESTERN ELECTRIC POWER 
COMPANY 

P.O. Box 21106 

Shreveport, Louisiana 71156 


(7U-5703) 


NOTICE OF PROPOSED EXTENSION OF EXISTING 
AUTHORITY TO ENGAGE IN FUEL EXPLORATION 
AND DEVELOPMENT ACTIVITIES 


NOTICE IS HEREBY GIVEN that Southwestern 
Electric Power Company (‘‘SWEPCO’’), an electric 
utility subsidiary of Central and South West 
Corporation (‘‘CSW’’), a registered holding company, 
has filed post-effective amendments to its application- 
declaration, as amended, previously filed with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) designating Sections 


SEC DOCKET/51 





6(a), 7, 9, and 10 of the Act and Rule 50 promulgated 
thereunder as applicable to the proposed transaction. 
All interested persons are referred to the application- 
declaration, as further amended by said post-effective 
amendments, which is summarized below, for a com- 
plete statement of the proposed transaction. 


By order dated October 1, 1975 (HCAR Bo. 19194), 
SWEPCO was authorized to acquire interests in, and 
engage in fuel exploration and development programs 
to the extent of a budgeted expenditure of $8,750,000. 
The programs involved the acquisition and develop- 
ment of interests relating to oil, gas, coal and lignite. 
Through June 30, 1977, SWEPCO added 2,782 net 
acres of oil & gas leasehold interests. Through 
September 26, 1977, SWEPCO had participated in the 
drilling of fifty-six wells. Twenty-eight of these were 
producing, thirteen were shut-in pending completion of 
a pipeline and gathering system, thirteen had been 
plugged and abandoned as dry or uneconomical to 
produce, one was being drilled and one was judged to 
have no potential for development. The thirteen shut-in 
wells are in the South Carthage Prospect in Panola 
County, Texas, pending completion of a pipeline and 
gathering system which will take the gas from the 
Prospect to SWEPCO’s Knox Lee generating station in 
Gregg County, Texas. Five gas wells in the Bienviile 
Townsite and East Ada-West Bryceland Prospects and 
the oil well in the North Whelan Prospect are not 
connected to SWEPCO’s generating plants; the 
production from these wells is sold to nonaffiliates 
under short-term contracts. Five gas wells in the Castor 
prospect have been tied into a gathering system for sale 
of gas to a nonaffiliate under a short-term contract 
because the reserves developed by these wells were not 
sufficient to allow SWEPCO to tie them into its pipeline 
system. SWEPCO has farmed-out its interest in the 
remainder of the Castor Prospect. 


SWEPCO states that the lignite exploration program 
has resulted in the discovery of substantial lignite 
reserves in eastern Texas and northern Louisiana. At 
December 31, 1977 SWEPCO had a 100% interest in 
49,139 acres of lignite lease in eastern Texas and 
northern Louisiana. Drilling through December 1977 
shows that the eastern Texas prospect involves 
89,300,000 recoverable tons of lignite to SWEPCO’s 
interest and that the northern Louisiana prospect 
involves 98,100,000 recoverable tons of lignite to 
SWEPCO’s interest. A plan has been proposed for a 
joint interest effort by SWEPCO and other large owners 
on the prospect. SWEPCO also has an undivided 30% 
interest as tenant-in-common with the other CSW 
system operating utility subsidiaries in joint ventures 
involving, at June 30, 1977, 78,444 acres of lignite 
leases on four prospects in eastern Texas. 


SWEPCO states that it anticipates continuing oil, gas 
and in the case of the 100%-owned East Texas and 
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North Louisiana Prospects, lignite exploration 
generally along the present lines, largely in or near its 
service territory. SWEPCO also proposes to participate 
in uranium exploration and development activities in 
conjunction with the other CSW operating companies. 
SWEPCO states that it hereby requests the 
Commission supplement and extend the authority 
granted it in HCAR No. 19194 to the extent of an 
additional budgeted amount not to exceed $11,103,853 
to be expended in its authorized fuel exploration and 
development programs during the period beginning 
January 1, 1978 and ending December 31, 1978. 
SWEPCO states that during this period it has budgeted 
up to $3,067,500 to be expended on its wholly-owned oil 
and gas interests, $2,776,353 to be expended on its 
wholly-owned Texas and Louisiana lignite interests and 
up to $5,260,000 to be expended in lignite, coal and 
uranium interests in which SWEPCO has a 30% 
interest as tenant-in-common with the other CSW 
operating subsidiaries. SWEPCO further states that of 
the amounts to be expended in concert with the other 
CSW operating subsidiaries, up to $952,500 is 
budgeted for uranium exploration and development. 
SWEPCO states that the form and scope of the 
activities to be engaged in will be identical to those 
previously authorized in HCAR No. 19194. 


SWEPCO states that, during the period covered by the 
prior order, it expended more than the amount 


. authorized. SWEPCO further states that it recognizes 


that the authorization sought herein is solely for ex- 
penditures to be made in connection with duly 
authorized fuel exploration and development programs 
during 1978 and that any authorization granted herein 
does not constitute ratification of the expenditures 
incurred in the prior period. 


It is stated that no state commission and no federal 
commission, other than this Commission, has juris- 
diction with respect to the proposed transaction. It is 
stated that the fees and expenses to be incurred in 
connection with the proposed transaction are estimated 
at $1,750. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 17, 1978, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application-declaration as further amended by said 
post-effective amendments, which he desires to contro- 
vert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicant-declarant at the above-stated 
address and proof of service (by affidavit or, in case of 
an attorney at law, by certificate) should be filed with 





»the request. At any time after said date, the 
application-declaration, as amended by said post- 
effective amendments or as it may be further amended, 
may be granted and permitted to become effective as 
provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Com- 
mission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20395/ January 26, 1978 


In the Matter of 


ALABAMA POWER COMPANY 
Birmingham, Alabama 


GEORGIA POWER COMPANY 
Atlanta, Georgia 


GULF POWER COMPANY 
Pensacola, Florida 


MISSISSIPP! POWER COMPANY 
Gulfport, Mississippi 


(70-6095) 


ORDER RELEASING JURISDICTION 


By order dated December 28, 1977 (HCAR No. 20341), 
the Commission authorized Alabama Power Company, 
Georgia Power Company and Mississippi Power 
Company, all of which are public utility subsidiaries of 
The Southern Company, a registered holding company, 
to issue their respective First Mortgage Bonds 
(‘‘Sinking Fund Bonds’’) and to surrender such Sinking 
Fund Bonds to the trustees under their respective 
indentures for the purpose of satisfying the sinking 
fund requirements thereunder to be satisfied on or 


prior to June 1, 1978. Jurisdiction was reserved with 
respect to the issuance of Sinking Fund Bonds by Gulf 
Power Company (‘‘Gulf’’), another public utility 
subsidiary of The Southern Company, pending com- 
pletion of the record with respect to that transaction. 


The issuance of Sinking Fund Bonds by Gulf has been 
approved by the Florida Public Service Commission, 
and the record has been completed with respect to that 
transaction. It is stated that no other state commission 
and no federal commission, other than this Com- 
mission, has jurisdiction over the proposed transaction. 


IT IS ORDERED, pursuant to the applicable provisions 
of the Public Utility Holding Company Act of 1935 and 
rules promulgated thereunder, that the jurisdiction 
reserved in the order of December 28, 1977 with respect 
to the issuance of Sinking Fund Bonds by Gulf be, and 
it hereby is, released effective forthwith and the 
transaction may be consummated subject to the terms 
and conditions of Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20396/ January 26, 1978 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
2101 Spy Run Avenue 
Fort Wayne, Indiana 46801 


(70-6108) 


SUPPLEMENTAL NOTICE CONCERNING MORT- 
GAGE AMENDMENTS RELATED TO PROPOSED 
ISSUANCE AND SALE AT COMPETITIVE BIDDING 
OF FIRST MORTGAGE BONDS 


NOTICE IS HEREBY GIVEN that Indiana & Michigan 
Electric Company (‘‘I&M’’), an electric utility sub- 
sidiary company of American Electric Power Company, 
Inc., a registered holding company, has filed with this 
Commission an amendment to its application-declara- 
tion previously filed in this matter pursuant to the 
Public Utility Holding Company Act of 1935 (‘‘Act’’), 
designating Sections 6(b) and 12(c) of the Act and Rules 
42 and 50 promulgated thereunder as applicable to the 
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proposed transactions. All interested persons are 
referred to the amendment to the application-declara- 
tion, which is summarized below, for a complete 
statement of the new matter related to the proposed 
transactions. 


By previous notice issued in this proceeding (HCAR 
No. 20377) it was stated that 1&M proposed to issue and 
sell, subject to the competitive bidding requirements of 
Rule 50 under the Act, up to $100,000,000 aggregate 
principal amount of its first mortgage bonds of a new 
series (‘‘Bonds’’) and up to 1,600,000 shares of a new 
series of its cumulative preferred stock, par value $25 
per share. 


By amendment filed in this proceeding it is stated that 
1&M also proposes, in connection with the issuance and 
sale of the Bonds, to amend the provisions of Section 
111 of its Mortgage and Deed of Trust, dated as of June 
1, 1939, made by it to Irving Trust Company and 
Frederick G. Herbst, as supplemented and amended, to 
facilitate the amendment of the Mortgage at a future 
date (i) to delete the third paragraph of Part II of 
Section 20 of the Mortgage (the requirement that |&M 
annually satisfy through the deposit of cash or bonds, 
or the certification of property additions, the amount by 
which expenditures for repairs, maintenance and 
replacements fails to equal 15% of base operating 
revenues, as defined), and/or (ii) to delete the fourth 
paragraph of Section 26 of the Mortgage, which 
provides that no bonds shall be authenticated, nor 
funded cash withdrawn, nor funded property released, 
nor credit be taken on the basis of any property 
additions subject to prior liens where the property 
additions so used and related amounts, would exceed 
15% of the total amount of bonds authenticated under 
the Mortgage. 


1&M also proposes to change the amount of the 
Applicable Percentage specified in Part II(a) of Section 
20 of the Mortgage from 2.25% to 2.95%, such change 
to become effective on the date when the Mortgage 
shall be amended to delete the provisions of the third 
paragraph of Part II of Section 20, and to continue at 
2.95% until another change in such percentage shall be 
authorized or approved by this Commission under the 
Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 17, 1978, request 
in writing that hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application- 
declaration, as amended, which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
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mail upon the applicant-declarant at the above-stated 
address, and proof of service (by affidavit or, in case of 
an attorney at law, by certificate) should be filed with 
the request. At any time after said date, the applica- 
tion-declaration, as amended, or as it may be further 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to wether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20397/ January 26, 1978 ~ 


In the Matter of 


INDIANA & MICHIGAN POWER COMPANY 
P.O. Box 458 
Bridgman, Michigan 49106 


(70-6088) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS TO INSTITUTIONAL IN- 
VESTORS; REQUEST FOR EXCEPTION FROM 
COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Indiana & Michigan 
Power Company (‘‘Power’’), an electric generating 
subsidiary company of Indiana & Michigan Electric 
Company (‘‘Electric’’), an electric utility subsidiary 
company of American Electric Power Company, Inc., a 
registered holding company, has filed a declaration and 
an amendment thereto with this Commission pursuant 
to the Public Utility Holding Company Act of 1935 
(‘‘Act’’’), designating Sections 6(a), 7, and 12(c) of the 
Act and Rules 42(b)(2) and 50(a)(5) promulgated there- 
under as applicable to the proposed transaction. All 
interested persons are referred to the declaration, 
which is summarized below, for a complete statement 
of the proposed transaction. 





Power, a Michigan corporation, was organized on April 
20, 1971 to acquire, complete the construction of, and 
» operate the Donald C. Cook Nuclear Plant (‘‘Cook 
Plant’’), a nuclear fueled steam electric generating 
station situated along the shores of Lake Michigan near 
Bridgman, Michigan. It was originally intended that 
these facilities be built and operated by Electric. By 
order issued August 23, 1971 (HCAR No. 17247), the 
Commission approved their transfer from Electric to 
Power. The Cook Plant is to consist of two 1,100,000 
kilowatt generating units, the first of which was placed 
in commercial operation on August 23, 1975 and the 
second of which is scheduled to be placed in com- 
mercial operation during 1978 or later. 


To finance the purchase and to complete construction, 
Power issued and had outstanding as of September 30, 
1977, the following securities: 


(000’s) % 


Long Term Debt 
First Mortgage Bonds 
Notes Payable to Banks 
Subordinated Notes 
Payable to Electric 


TOTAL 
Common Stock Equity 


Total Capitalization 


7.7 
37.8 


$70,271 
345,000 


69,000 7.6 


$484,271 53.0 
429,444 47.0 


$913,715 100.0 


The proposed financing would refund the Bank Notes 
with the proceeds from the sale of up to $300,000,000 of 
Power’s First Mortgage Bonds. 


All the common stock is owned by Electric, which is 
Power’s sole customer. Power has entered into a 
Capital Funds Agreement with Electric which requires 
Electric to maintain the equity capital portion of Power 
at no less than 35% of its capitalization. They have also 
entered a Power Agreement pursuant to which Power 
makes available to Electric all of the power (and the 
energy associated therewith) available at the Cook 
Plant and Electric pays to Power amounts at least 
sufficient to enable Power to pay its operating expenses 
and expenses related to payment of its indebtedness 
and taxes, regardless of the energy actually supplied. 


$300,000,000 of the Bank Notes, issued under a Bank 
Loan Agreement, as amended, mature on September 
30, 1980 and bear interest at a rate equal to one-half of 
one percent plus the prime commercial loan rate of 
Manufacturers Hanover Trust Company (‘‘Manufac- 
turers’’) from time to time in effect. The remaining 
Bank Notes were issued pursuant to a further amend- 
ment of the Bank Loan Agreement, which provides that 
an additional $75,000,000 of Bank Notes may be sold. 
These Bank Notes mature on September 30, 1980 and 
bear interest a rate per annum equal to 115% of the 


prime commercial loan rate of Manufacturers in effect 
from time to time, and as to which Power does not plan 
to maintain any compensating balances. 


The sale of the $75,000,000 of principal amount of first 
mortgage bonds, a 10 7/8% Series due 1984, was 
authorized by Commission order of December 4, 1975 
(HCAR No. 19282). They were sold at competitive 
bidding and are secured by a Mortgage and Deed of 
Trust (‘‘Mortgage’’), dated December 1, 1975, to 
Manufacturers, as Trustee. 


Power now proposes to issue and sell up to 
$300,000,000 principal amount of First Mortgage Bonds 
(or ‘‘Bonds’’), to be issued in one or more series, the 
terms of which will be determined by negotiation. It is 
expected that the Bonds will have maturities of not less 
than 20 years nor more than 30 years and will have cash 
sinking fund provisions designed to retire the Bonds by 
their maturities. It is stated that the issuance of the 
Bonds by Power will be effected in compliance with all 
applicable indenture, charter and other standards 
relating to such Bonds. The proceeds of the Bonds will 
be deposited in the construction fund under the 
Mortgage, and withdrawn by Power by application to 
the Trustee under the Mortgage and the certification of 
construction costs. Funds so withdrawn from the con- 
struction fund will be used or applied by Power to 
prepay, or to reimburse its treasury for funds expended 
to prepay, without penalty or premium, Notes under 
the Bank Loan Agreement, and for construction, it 
being anticipated that substantially all of the funds so 
withdrawn will be applied to the prepayment of Notes. 


It is stated that because the Cook Plant is nuclear 
fueled, a series of inspections by governmental 
officials, occasional design changes, and licensing 
procedures create uncertainties which, in light of the 
amount of First Mortgage Bonds which will be 
necessary for Power to issue to refund all the Notes, 
make it economically advantageous for Power to 
arrange for refinancing the Notes on a basis that wou!d 
minimize the impact on its financing program of 
unexpected developments in the nuclear licensing field 
or in the completion of the construction of Cook Plant 
Unit No. 2. Power states that although it has not 
approached any financial institution, Power believes 
that funds for investment in debt securities such as the 
Bonds are currently available from certain life 
insurance companies and other financial institutions, 
although there are some indications that this condition 
may be changing. Power believes that if funds from 
such sources are in fact available to Power on favorable 
terms in 1978, it would be desirable for Power to utilize 
such sources of capital for the refunding in 1978 of its 
Notes through the issuance and sale of First Mortgage 
Bonds. Such a step would enable Power to complete the 
construction of Unit No. 2 in the Cook Plant, and com- 
plete necessary licensing procedures, during the course 
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of the sale of the First Mortgage Bonds, and would 
minimize the amount of the refunding which would 
otherwise be necessary in 1979 and the early part of 
1980 at then prevailing interest rates. Power believes 
that it would not be practicable under existing market 
conditions to sell at competitive bidding a single series 
of First Mortgage Bonds in an amount as large as 
$300,000,000. It is reluctant to embark in a series of 
partial refundings. It fears that the intervention of 
adverse market conditions, or temporary difficulties in 
the nuclear licensing field during the course of such an 
effort might have an inordinate adverse effect on the 
entire financing program. 


Under the foregoing circumstances, Power requests an 
exemption from the competitive bidding requirements 
of paragraph (b) of Rule 50 under the Act. Power 
proposes, if the authorization herein requested is 
granted, to request the assistance of Blyth Eastman 
Dillon & Co. Incorporated and possibly one or more 
other investment banking firms, in identifying potential 
institutional purchasers of the refunding Bonds and 
with respect to the terms required to effect sales of such 
bonds to such purchasers. Any compensation to be paid 
by Power to any such investment banking firm for such 
service would be subject, prior to the payment thereof, 
to authorization by the Commission. 


Fees and expenses to be incurred in connection with the 
proposed transaction, including any compensation to be 
paid to investment banking firms, will be supplied by 
amendment. It is stated that the proposed issuance and 
sale of the Bonds is possibly subject to the jurisdiction 
of the Michigan Public Service Commission and that 
no other state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
provosed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 17, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said declaration 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the declaration, as amended or as it 
may be further amended, may be permitted to become 
ef‘ective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Cc mmission may grant exemption from such rules as 

»vided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
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request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if~ 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10100/ January 23, 1978 


SEE 
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INVESTMENT COMPANY ACT OF 1940 
’ Release No. 10101/ January 23, 1978 


~ In the Matter of 


DAVIDGE EARLY BIRD FUND 
1747 Pennsylvania Avenue, N.W. 
Washington, D.C. 20036 


(811-1694) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR AN ORDER DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Davidge Early Bird 
Fund (‘‘Applicant’’), registered under the Investment 
Company Act of 1940 (‘‘Act’’) as an open-end, diversi- 
fied management investment company, has filed an 
application pursuant to Section 8(f) of the Act for an 
order of the Commission declaring that the Applicant 
has ceased to be an investment company as defined in 
the Act. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are 
summarized below. 


Applicant states that at a special meeting of stock- 
holders held on December 20, 1977, Applicant’s share- 
holders approved an Agreement and Plan of 
Reorganization and Liquidation providing for exchange 
of substantially all of Applicant’s assets for shares of 
the common stock of Stratton Growth Fund. The settle- 
ment upon the Plan of Reorganization took place on 
December 21, 1977, and Applicant received 82,512.357 
shares of the common stock of Stratton Growth Fund in 
exchange for its assets. As of December 30, 1977, 
Applicant had distributed all of such Stratton Growth 
Fund shares to shareholders on a pro rata basis and 
retained no other assets after the distribution. 
Provision has been made for payment of all of 
Applicant’s liabilities. 


Section 8(f) provides, in substance, that whenever the 
Commission, on its own motion or upon application, 
finds that a registered investment company has ceased 
to be an investment company, it may so declare by 
order, and upon the effectiveness of such order the 
registration of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 17, 1978, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 


notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in the case of an attorney- 
at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10102/ January 25, 1978 


In the Matter of 


NEWTON SELECT FUND, INC. 
733 North Van Buren Street 
Milwaukee, Wisconsin 53202 


(811-2002) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR AN ORDER DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Newton Select Fund, 
Inc. (‘‘Applicant’’), a Maryland corporation registered 
as an open-end, diversified, management company 
under the Investment Company Act of 1940 (‘‘Act’’), 
filed an application on January 3, 1978, pursuant to 
Section 8(f) of the Act for an order declaring that 
Applicant has ceased to be an investment company. All 
interested persons are referred to the application on file 
with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 
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Applicant was organized under Maryland law on 
November 3, 1969, under the name Ziegler Select 
Fund, Inc. and adopted its present name on January 30, 
1976. Applicant filed a Notification of Registration 
pursuant to Section 8(a) of the Act on January 14, 1970 
and subsequently filed Registration Statements 
pursuant to Section 8(b) of the Act and Section 5 of the 
Securities Act of 1933 on September 24, 1970. 
Applicant further states that at a special meeting of 
shareholders of Applicant held on November 4, 1977, 
shareholders voted to exchange all of Applicant’s 
assets for shares of common stock of Newton Income 
Fund, Inc. (‘‘Income’’), also an investment company 
registered under the Act, pursuant to an Agreement 
and Plan of Reorganization (‘‘Agreement’’) where- 
under such shares of Income would be distributed pro 
rata to Applicant’s stockholders and Applicant would 
be liquidated and dissolved. Applicant states that such 
exchange and distribution occurred on November 16, 
1977, at which time Applicant and Income filed Articles 
of Transfer with the State Department of Assessments 
and Taxation of Maryland as required by the Maryland 
General Corporation law. Applicant states that it 
intends to file Articles of Dissolution with the Maryland 
State Department of Assessment and Taxation in order 
to effect its dissolution. 


Applicant states that as a result of the foregoing, it has 
no stockholders. Applicant further represents that it 
has no liabilities and no assets other than cash in the 
amount of approximately $74,000 which Applicant 
retained pursuant to the Agreement for the purposes of 
paying expenses incurred by Income in selling certain 
of Applicant’s portfolio securities which did not 
conform to Income’s investment objective, expenses 
incurred in consummating the Agreement, operating 
expenses through November 15, 1977, and a cash 
dividend payable to Applicant’s stockholders of record 
as of November 14, 1977. Applicant states that all of the 
amounts so retained have been or will be applied for the 
purposes indicated and have not, and will not be, 
invested in any securities. 


Section 8(f) of the Act provides, in part, that whenever 
the Commission, upon application, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order and 
upon the taking effect of such order, the registration of 
such company shall cease to be in effect. 


NOTICE !S HEREBY GIVEN that any interested person 
may, not later than February 21, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as to 
the nature of his interest, the reason for such request, 
and the issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such communication should be addressed: Secretary, 
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Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be serve 
personally or by mail upon the Applicant at the address. 
stated above. Proof of such service (by affidavit, or in 
the case of an attorney at law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date, 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10103/ January 25, 1978 


In the Matter of 


SUPER MARKET CAPITAL INVESTMENT 
COMPANY 

2188 San Diego Avenue 

San Diego, California 92110 


(811-1373) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT SUPER MARKET CAPITAL 
INVESTMENT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


On December 21, 1977, a notice was issued (Investment 
Company Act Release No. 10068), stating that the 
Commission proposed, pursuant to Section 8(f) of the 
Investment Company Act of 1940 (‘‘Act’’), to declare by 
order on its own motion that Super Market Capital 
Investment Company (‘‘Fund’’), registered under the 
Act as a closed-end, non-diversified management 
company, has ceased to be an investment company as 
defined in the Act. 


The notice gave interested persons an opportunity to 

request a hearing and stated that an order disposing of 

the matter would be issued on the basis of information 

stated therein unless a hearing should be ordered. Nc 

request for a hearing has been filed and the. 
Commission has not ordered a hearing. 





The matter has been considered and it is found that the 
‘Fund has ceased to be an investment company. 
use Accordingly, 


IT iS ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Super Market Capital 
Investment Company under the Act shall forthwith 
cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10104/ January 26, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5901/ January 26, 1978 








INVESTMENT ADVISERS ACT 
OF 1940 





INVESTMENT ADVISERS ACT OF 1840 
Release No. 614/ January 23, 1978 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14398/ January 23, 1978 
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Litigation Release No. 8264/ January 23, 1978 


SEC v. GALAXY INVESTMENT ADVISORY SERVICE, 
-INC., et al. 
(U.S.D.C., E.D.Pa., Civil Action 77-4431) 


Paul F. Leonard, Administrator of the Washington 
Regional Office and Thomas H. Monahan, Assistant 
Regional Administrator of the Philadelphia Branch 
Office of the Securities and Exchange Commission 
announced that on December 29, 1977 the Commission 
filed a complaint in the United States District Court for 
the Eastern District of Pennsylvania, seeking a 
permanent injunction, an accounting and a freeze of 
assets against Galaxy Investment Advisory Service, 
Inc., a Texas corporation, and Main Line Investments, 
a Pennsylvania partnership; and seeking a temporary 
restraining order, preliminary and permanent 
injunctions, a freeze of assets, an accounting and the 
return of books, and records against Don A. Long, of 
Downingtown, Pennsylvania. 


The Commission’s complaint alleges that the 
defendants violated and/or aided and abetted 
violations of the books and records and antifraud 
provisions of the federal securities laws by failing to 
maintain complete and accurate books and records and 
by engaging in a series of material, undisclosed and 
unauthorized transactions involving the use of 
investors’ funds. The complaint further alleges that the 
defendants made misrepresentations and omissions to 
investors concerning the use of investors funds. 


The defendants, Galaxy Investment Advisory Service, 
Inc., and Main Line Investments consented to the entry 
of an order of preliminary injunction and the requested 
ancillary relief without admitting or denying the 
allegations in the Commission’s complaint. 


On December 29, 1977, the Honorable Clarence C. 
Newcomer, of the U.S. District Court for the Eastern 
District of Pennsylvania entered an order temporarily 
restraining the defendant Don A. Long from violating 
and/or aiding and abetting violations of the books and 
records and antifraud provisions of the federal 
securities laws and temporarily freezing his assets. 





Litigation Release No. 8265/ January 23, 1978 


SEC v. UNILITH ENTERPRISES, INC. OF WASHING- 
TON, et al. 
(District of Nevada, Civil Action No. 78-0006) 


Jack H. Bookey, Regional Administrator of the Seattle 
Regional Office, announced the filing of a complaint in 
the U.S. District Court for the District of Nevada on 
January 12, 1978 against Unilith Enterprises, Inc. of 
Washington, a Washington corporation (Unilith WA), 
Unilith Enterprises, Inc. of Nevada, a Nevada 
corporation (Unilith NEV) and William D. Wise of 
Reno, Nevada, president of both corporations. The 
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Commission’s complaint alleged that defendants have 
been and are engaging in the sale of unregistered 
securities, namely Unilith common stock, in violaton of 
Sections 5(a) and 5(c) of the Securities Act of 1933, and 
that in the course of such sales, defendants made 
untrue statements of material facts and omissions to 
state material facts concerning (a) the financial 
condition of defendant corporations; (b) the feasibility 
of patented locking devices owned by Unilith WA for 
use on panels in home construction; (c) the projected 
date for full production of Unilith homes; (d) the risk of 
loss involved in investment in Unilith WA and Unilith 
NEV; (e) the terms of a license agreement transferring 
Unilith WA patents to Unilith NEV; (f) a loan 
agreement under which Unilith WA loaned funds to 
Unilith NEV without shareholder approval and without 
collateral for the loan, and (g) the issuance of stock to 
insiders for services not yet performed. 


Defendants consented to the entry of a decree of 
permanent injunction against them enjoining them 
from further violations of the registration and 
anti-fraud provisions of the federal securities laws and 
requiring them to issue to all investors in Unilith WA 
and Unilith NEV a disclosure statement concerning the 
nature of the injunction, the manner in which stock 
sales were made in violation of registration provisions, 
the relationship of defendant corporations, their 
financial condition and patents. 





Litigation Release No. 8266/January 23, 1978 


SEC v. CARLOS CORREA 
77 Civial Action 4769 (RJW) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange 
Commission announced today that on September 29, 
1977 acomplaint was filed in the United States District 
Court for the Southern District of New York seeking to 
enjoin Carlos Correa (‘‘Correa’’) of Orangeburg, New 
York from further violations of the anti-fraud provisions 
of the federal securities laws. 


The complaint alleges that the defendant, who is senior 
vice-president of Banco-De-Ponce (‘‘Banco’’) a Puerto 
Rican based bank with branches in New York City, 
purchased and sold for his own benefit the common 
stock of Helme Products, Inc. (‘‘Helme’’) at a time he 
was in possession of material non-public information. 
Such non-public information concerned, among other 
things, the fact that General Cigar Inc., (now known as 
Culbro Corporation) a client of Banco, would announce 
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a tender offer for the common stock of Helme at a price 
significantly higher than the prevailing market pri” 
immediately preceeding the announcement. Ti, 
complaint further alleges that Correa learned of this 
information while acting in his official capacity as a 
senior bank officer. 


In addition to seeking an injunction, the complaint 
seeks ancillary relief in the nature of disgorgement 
from Correa to recover the monies gained as a result of 
the alleged violative conduct. 





Litigation Release No. 8267/ January 23, 1978 


SEC v. CARLOS CORREA 
77 Civil Action 4769 (RJW) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange 
Commission announced that on September 29, 1977 the 
Honorable Robert J. Ward, Federal District Judge for 
the Southern District of New York entered an Order of 
Permanent Injunction and Ancillary Relief against 
Carlos Correa (‘‘Correa’’) of Orangeburg, New Yor 


enjoining him from further violatons of the anti-fraue- 
provisions of the federal securities laws. Correa 
consented to the entry of the Order without admitting 
or denying the allegations in the Commission’s 
complaint. The complaint which was also filed on 
September 29, 1977 alleged that Correa who is a senior 
officer of Banco-De-Ponce (‘‘Banco’’) purchased and 
sold for his own benefit the common stock of Helme 
Products, Inc. (‘‘Helme’’) at a time when he was in 
possession of material non-public information 
concerning, among other things, the fact that General 
Cigar, Inc. (now known as Culbro Corporation), a client 
of Banco, would announce a tender offer for the 
common stock of Helme and a price significantly higher 
than the prevailing market price. No wrongdoing was 
alleged to have been committed by Banco which has 
voluntarily instituted a compliance program aimed at 
preventing reoccurrence of such incidents as gave rise 
to this cause of action. 


The order also requires that Correa disgorge $16,767.49 
plus interest, such monies having been gained as a 
result of the alleged violative conduct. 


For further information see Litigation Release No. 8266. 








Litigation Release No. 8268/ January 23, 1978 


SEC v. FIRST LIBERTY CORPORATION, et al. 
(M.D. Fla., Civil Action No. 77-623-CIV-Th) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office, and William Nortman, Associate Regional 
Administrator of the Miami Branch Office of the 
Securities and Exchange Commission announced that 
on January 12, 1978 The Honorable William Terrell 
Hodges, Judge, United States District Court, Middle 
District of Florida, Tampa, Division, signed an Order of 
Permanent Injunction against the defendant First 
Liberty Corporation (‘‘First Liberty’’), a Florida 
corporation. The Order of Permanent Injunction 
(‘‘Order’’) which enjoined First Liberty from further 
violations of the registration and anti-fraud provisions 
of the Securities Act of 1933 and the Securities 
Exchange Act of 1934, additionally provides that First 
Liberty shall return to its shareholders, in a plan to be 
approved by the Court, more than $1,200,000 of the 
proceeds of the sale of common stock of First Liberty 
sold pursuant to a Registration Statement declared 
effective by the Commission on October 1, 1978, and 
Post-Effective Amendment dated July 30, 1974. 


The defendant First Liberty, which consented to the 
entry of this Order without admitting or denying the 
Ilegations in the Commission’s Complaint, had been 


Jarged with violations of the federal securities laws 
relating to a ‘‘minimum-maximum’’ public offering of 
the securities of First Liberty. 


For further details see Litigation Release No. 8080, 
August 24, 1977. 





Litigation Release No. 8269/ January 24, 1978 


SEC v. ASSET MANAGEMENT CORPORATION, et 
al. 
(S.D. Ind. Civil No. IP 78-34-C) 


William D. Goldsberry, Regional Administrator of the 
Chicago Regional Office of the Securities and Exchange 
Commission, announced that on January 16, 1978, the 
Commission filed a complaint in Federal District Court 
in Indianapolis (Southern District of Indiana) against 
Asset Management Corporation; Asset Development 
Company, Inc.; Asset Securities, Inc.; Buddy C. 
Stanley; David L. Kimball; Richard D. Hodgin (all from 

\dianapolis, Indiana); Pocahontas Coal Reserves of W. 
.a., Inc. (‘‘P.C.R’’); Pocahontas Coal Processors, Inc.; 
Dominick E. Bartone, Northfield, Ohio, Edward E. 


Holschuh, Columbus, Ohio; Harold Franklin, Hudson, 
Ohio; and Shirley Dixon, Chagrin Falls, Ohio, seeking a 
preliminary and permanent injunction from further 
violations of the registration and anti-fraud provisions of 
the Federal securities laws (Sections 5 and 17(a) of the 
Securities Act of 1933 and Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder) in the sale of securities in the form of 
limited partnerships of A.M. Coal Partners 1976 A 
through E and/or the sale of promissory notes of P.C.R. 
The Commission’s complaint also seeks from Asset 
Development, Dominick Bartone, Edward Holschuh, 
Harold Franklin, and Shirley Dixon an accounting of 
funds raised from investors and disgorgement of any 
and all funds or other assets which they have received 
as a result of their sales of the securities. 


The complaint alleges that in the offer and sale of the 
limited partnership interests the defendants made 
untrue statements of material fact and omitted to state 
material facts to investors and prospective investors 
concerning, but not limited to, the use of proceeds, the 
existence and ownership of leasehold interests, the 
application for mining permits, the granting of mining 
permits, the existence of mining operations, the 
ownership of P.C.R., and the expenditure of large sums 
of investors funds for non-coal related activities. 


In addition, the complaint alleges that in the offer and 
sale of promissory notes, P.C.R., Dominick Bartone, 
Edward Holschuh, Harold Franklin, and Shirley Dixon 
made untrue statements of material fact and omitted to 
state material facts to purchasers and prospective 
purchasers concerning, but not limited to, the use of 
proceeds derived from the sale of promissory notes, the 
financial status of P.C.R. at the time investments were 
made, the lack of coal mining experience of the 
principals of P.C.R., the operating history of P.C.R., 
and the possibility that P.C.R. might never engage in 
mining activity. 





Litigation Release No. 8270/ January 24, 1978 


SEC v. GARY L. OELSEN, et al. 
(USDC N. Mex. Civil Action No. 78-031-B) 


Robert H. Davenport, Regional Administrator of the 
Denver Regional Office of the Securities and Exchange 
Commission, today announced that on January 13, 
1978, in connection with a Complaint, Application for 
Temporary Restraining Order and Motion for 
Preliminary Injunction filed by the Commission, a 
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temporary restraining order was entered in U.S. 
District Court for the District of New Mexico by Chief 
Judge Vearle H. Payne, restraining Gary L. Oelsen and 
Jack W. Kelly of Memphis, Tennessee, Dwayne R. 
Young of Clovis, New Mexico, John Henry Young of 
Portales, New Mexico, and J. Troy Wolfe, Jr., an 
attorney in Chattanooga, Tennessee, from attempting 
to purchase the securities of United Savings and Loan 
Association of Los Alamos, New Mexico pending 
determination of the Commission’s Motion for 
Preliminary Injunction. The Commission’s Complaint 
alleges violations of the antifraud provisions of the 
federal securities laws by the above-named individuals 
in connection with two successive tender offers to 
purchase the securities of United Savings and Loan 
Association. 





Litigation Release No. 8271/ January 24, 1978 

U.S. v. JAMES JOSEPH DOYLE a/k/a HUMBERT 
JOHN BATTISTI 

(D. Minn.) (C-2150) 


Andrew Danielson, United States Attorney for the 
District of Minnesota and William D. Goldsberry, 


62/SEC DOCKET 


Administrator of the Chicago Regional Office. 
announced the return of a fifty-two count indictment 
against James Joseph Doyle of Biue Earth, Minnesota, “ 
a/k/a Humbert John Battisti (‘‘Doyle’’) on January 13, 
1978. 


The indictment includes 37 counts of aiding and 
abetting filing of false income tax returns, 7 counts of 
transporting stolen securities in interstate commerce, 
two counts of transporting monetary instruments 
outside the United States without filing required 
reports, and six counts of violations of the anti-fraud 
provisions of the federal securities laws in connection 
with the sale of bearer bonds to investors. Doyle 
allegedly made numerous misrepresentations to 
investors, including, but not limited to, the following 
false and misleading statements: 1) that interest 
payments on the securities were tax free; 2) that there 
was no inheritance tax when said bonds were 
transferred to the heirs of the purchasers; 3) that Doyle 
would hold the securities owned by the purchasers in 
safekeeping; and 4) that Doyle was acting with the 
authorization, knowledge and approval of the 
broker-dealer by whom he was employed, in inducing 
and affecting the aforesaid purchases. The case was 
investigated by the Internal Revenue Service, State of 
Minnesota Securities Commission and the staff of the 
Chicago Regional Office. 
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